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e In the Record e 


The Momentum of Recovery 


Recovery from the 1954 recession has been so rapid in the 
past few months that “‘it is now very probable that 1955 will 
be the biggest business year in history.” Automobile pro- 
duction, which sparked the recovery, no longer seems frighten- 
ingly high. March sales records of car dealers dispelled 
immediate fears on that score. And aside from a strong car 
market, greater inventory demand, rising levels of nonresi- 
dential construction, and more activity in capital goods 
industries are backing the boom. 


Nevertheless, questions should be asked concerning the 
future. How much better can business get? And when it 
stops improving, how long will current high levels be main- 
tained? These questions are considered in “Back to the 
Business Cycle,” page 158. 


Popularity and Uses of Internal Auditing 


Internal auditing units, according to this month’s business 
survey, have been established in six out of ten of the 151 manu- 
facturing companies queried. These units provide more 
complete audits for their firms and, by working closely with 
the public accountants, are able to cut outside auditing costs. 
How the internal auditing unit is set up, its functions and 
area of responsibility, as well as its activities in conjunction 
with outside accountants, are discussed in the survey of 
business practices on page 190. 


Buying Fewer Clothes, Mister? 


The average man spent 23% less on clothing in 1954 than 
in 1941 (in real dollars). Women and children did little to 
soften that blow to the textile industry. From 1941 to 1954 
they raised their per capita real clothing expenditures a mere 
2%. But sales of apparel have perked up over the last six 
months, ending inventory liquidation at both retail and 
manufacturing levels. How heartening is this recovery, and 
how good are the industry’s prospects? These questions are 
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analyzed, against a background of the industry’s inventory- 
cycle problems and the long-run trends in clothing expendi- 
tures, in “Textile Trends: Long and Short Models,” page 164. 


They‘re Producing More on the Farm 


Labor requirements in agriculture have been so drastically 
cut in the last twenty years that a farm worker today can 
produce “enough food and fiber to support eighteen persons, 
in contrast to only ten in 1935.” A major revolution in 
agricultural techniques is responsible for this rise in produc- 
tivity. The use of machinery is much more widespread, as 
is the use of fertilizer. Scientific developments in breeding, 
feeding and disease control have improved livestock, and 
superior plants and seeds have also been developed. “More 
Food from Fewer Workers,” on page 184, highlights these 
dramatic changes, pointing up the differences crop by crop, 
and among farm regions. 


A Herald of the Electronic Age 


The miracles performed by electronics are many and 
marvelous, and there are more to come. Almost common- 
place by now are the use of radar for defense, “blind” flying 
of instrument-controlled planes on radio-marked sky routes, 
and highways electronically rigged to catch speeding motor- 
ists. The wonders now under study include conveniences 
like telephoning home from an airplane, and simplifying the 
getting of reservations and tickets. More dramatic are the 
possibilities of setting up a network of electronic weather 
stations in uninhabitable areas, and breaking the thermal 
barrier, allowing for travel at 1,600 miles an hour. The 
application of electronics to industry and business has 
only begun. 

Malcolm P. Ferguson, president, Bendix Aviation Cor- 
poration, outlined these achievements and possibilities in an 
address given at Tue ConFERENCE Boarp’s 357th Meeting, 
in Texas. His address, with illustrative photographs, is 
published as a special supplementary feature of this issue 
beginning on page 173. Reprints are being made available. 


BACK TO THE BUSINESS CYCLE 


Revival in 1955 now bears a full-length resemblance to earlier booms 


USINESS CONDITIONS, already very good by 
B any standard, were still improving late in the 

first quarter—and at a much faster rate than 
was generally expected only a few months ago. In 
fact, as the second quarter began, recovery from the 
1954 recession was already widespread: automobile 
production and home building, where the recovery 
began, were no longer exposed salients, and business 
was evidently well on its way toward a full-scale ex- 
pansion, rivaling the booms of early 1950 and early 
1953. These periods have now become inevitable 
comparisons for the current uptrend, in the same way 
that the 1949 recession was an inevitable comparison 
for the downturn that began in late 1953. 

What happened to business in the first quarter 
shows up clearly enough in the monthly and weekly 
statistics: the five-point jump in the industrial pro- 
duction index between December and March; the 
accelerating month-to-month increases in nonagricul- 
tural employment, culminating in an increase of 
250,000 (seasonally adjusted) in March; the climb in 
steel tonnage from 2 million tons a week in mid- 
January to 2.3 million tons in late March; the contra- 
seasonal strength in business loans of weekly reporting 
Federal Reserve member banks; the record level of 
heavy construction awards; the sharp downward tilt 
of insured unemployment figures; the climb of personal 
income. 


MOOD OF BUSINESS 


Barring an improbably sharp reversal in the next 
few months, the second quarter should set a new 
record for gross national product—which will have 
climbed as much as $20 billion from the recession 
trough of the third quarter of 1954. The first six 
months of the year will also set a record, and it is 
now very probable that 1955 will be the biggest busi- 
ness year in history. 

Judging from reports in the business press, the 
mood of businessmen has recently grown considerably 
more assured. Fears that midyear might mark a 
sharp turning point in the trend dwindled rapidly in 
the past month, and there were scattered reports of 
further upward adjustments in planned capital out- 
lays. Individuals, too, were putting their confidence 


on the line. As total employment turned progressively 
upward in late February and March, retail volume 
was maintained close to the extremely high rates of 
December and January, and instalment credit exten- 
sions climbed to a new record level. 


AUTOS AND THE BOOM 


It is still true that the automobile industry pro- 
vides much of the impetus for the 1955 boom. But in 
that industry itself the center of interest has shifted 
notably from car production to car sales. In March, 
the rate of retail deliveries of new cars climbed to a 
historic peak of 710,000, handily surpassing the pre- 
vious peak established in the scare-buying wave of 
August, 1950, when the North Korean army marched 
down the Korean peninsula. 

The Tachens, Matsu and Quemoy have doubtless 
played a part in the level of automobile sales thus 
far in 1955. But to a nation that has grown unhappily 
accustomed to off-again, on-again cold war, it seems 
very unlikely that the crisis over Formosa and its 
neighboring islands has provided anything like the 
scare stimulus to automobile buying that actual 
American participation in the Korean war produced 
in 1950. In any event, the peak of the Formosa crisis, 
in so far as speculative activity is concerned, was 
evidently passed around the middle of February, judg- 
ing from the behavior of commodities. (The price of 
rubber, for example, climbed about 20% from late 
December to early February. By early March all of 
the gain had been lost; since then, the price has moved 
slowly and irregularly upward, but this rise could well 
reflect the very high level of rubber and tire demand.) 

The March sales records of automobile dealers have 
gone far toward relieving the concern about the last 
half of 1955 that arose because of the industry’s 
4.3-million production plan for the first half of the 
year. While the upturn in dealers’ stocks that was 
suggested by the industry’s output schedule at the 
beginning of the year has certainly materialized, the 
rise in car stocks has been reassuringly moderate. 
In terms of days of supply at current sales rates, 
dealers’ stocks are still conservative, which in turn 
suggests that current production rates may well be 
maintained through the second quarter. Automobile 
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buyers have thus prolonged the life of the car boom, 
and given it time to work its way thoroughly into 1955 
- business trends. 


NEW AREAS OF STRENGTH ... 


The recent surge of consumer incomes and spend- 
ing is now drawing strength from a number of favor- 
| able developments outside the automobile industry. 
_ These include a resurgence of inventory demand, rising 
levels of nonresidential construction, and expanding 
_ activity in capital goods industries. Between January 
and March, factory-worker employment, seasonally 
adjusted, was rising in nineteen of the twenty-one 
- broad industry groups for which data are available 
(the exceptions were ordnance and paper). And the 
BLS labor turnover figures for March strongly sug- 
gest further expansion of factory payrolls in April. 

_ It may be that the boom is now passing beyond any 

important dependence on the behavior of the automo- 
bile market. It is even possible to say, without being 
unduly optimistic, that automobile production, which 
was one of the few strong elements in the business 
scene just three months ago, may be one of the very 
few weak elements when it finally turns down later in 
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the year. Those who expect. a future downtrend of 
automobile production to affect the general business 
trend as clearly as the upswing of automobile output 
did in the early part of the year are now a small and 
defensive minority. 

But at the same time that the recovery has escape 
from any special dependence on automobiles, it is 
beginning to run into some longer-term doubts. How 
much better, after all, can business get? How long, 
for that matter, can it maintain the current rate? 
When does the boom end? And, granting that busi- 
ness trends rarely run sideways for any length of 
time, what comes after the boom? 


... AND SOME NEW QUESTIONS 


These questions are only beginning to arise in the 
minds of analysts. And the same analysts would 
probably be the first to argue that the questions them- 
selves are premature. Many of the typical aspects of 
a boom—inventory accumulation, and recovery in 
capital goods demand, to name only two—still seem 
to be in very early stages of development. 

The questions nevertheless raise useful points, to 
be treated not as a forecast of impending recession 


Inventories: They Look Low Relative to Current Production 
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but as a description of what is happening now. Where- 
as in late 1954 and early 1955 recovery was merely 
bringing business back to normal from a relatively 
depressed level, momentum is now pushing it well 
above normal. And it may be that the basis is now 
being built—or is about to be built—for a later decline. 
In other words, the forces now at work that can be 
counted on to expand business in the months to come 
are mainly cyclical in character; they are forces which 
run a strongly upward course for a time, and then 
typically reverse themselves. 


ONE EXAMPLE: DEBT 


For example, total instalment credit outstanding 
has been defying the usual seasonal downtrend of the 
first quarter (as it did in the first quarter of 1953). 
Credit extensions have been running substantially 
ahead of the repayment rate, notably in the auto- 
mobile market, and the total repayment burden is 
already at the highest level on record, both in abso- 
lute terms and as a percentage of disposable income. 
On the latter basis, instalment repayments are now 
considerably above their prewar relationship to in- 
come. This key measure of the debt burden will 
doubtless rise further in the months to come if auto- 
mobile production and sales continue even close to 
their current levels. 

The high level of automobile sales, while it has 
taken much of the sting out of record automobile pro- 
duction, is thus building a new danger for the uptrend 
in the form of a credit overhang. It is worth recalling 
that in late 1953, after a credit boom no more sensa- 
tional than what is being experienced now, and when 
the repayment rate was lower in relation to income 
than it is now, consumers suddenly began to ration 
their credit purchases very effectively. 

Instalment borrowing is not the only form of credit 
that is rising. Since the beginning of the year, loans 
of weekly reporting Federal Reserve member banks 
have climbed about $300 million, at a time when they 
usually decline (they fell about $300 million even 
during the business expansion of early 1953). And 
residential mortgage debt is rising at a $10-billion 
annual rate. While these combined demands are 
certainly not straining the money market, they have 
at least tightened it enough to turn interest rates 
upward. Commercial paper rates have risen twice in 
recent months, and in early April the Federal Reserve 
discount rate was raised to 134%. But more sig- 
nificant than these minor increases in the cost of 
borrowing is the fact that the repayment obligations 
on business and mortgage debt, as well as on consumer 
instalment debt, are in a rising trend. 

At the same time, another cycle mechanism is now 
apparently at work in the automobile market itself: 
the tremendous rate of new-car purchases is causing 
an unprecedented backflow of used cars into dealers’ 


hands. Almost 90% of new car sales now involve 
either a sale or trade-in. In recent weeks, the average 
wholesale price of used cars has begun to decline a 
bit more rapidly. This is one of the side effects that 
normally accompanies a booming new-car market. 
Its consequence is, first, gradually to undermine the 
new-car dealer’s friendliness on the subject of trade-in 
allowances; and, second, to make used cars an in- 
creasingly attractive alternative to prospective new- 
car purchasers. ; 

And all of this is more or less apart from the ques- 
tion of what the current pace of new-car sales is doing 
to the supply of new-car prospects. Given the current 
rate of new household formation, and the current age 
composition of cars on the road, there are few analysts 
who would put the normal new-car market for the 
middle 1950’s at more than 6 million cars per year. 
If that is true, how long can the industry maintain 
an 8-million sales rate, and from what source of de- 
mand is it now borrowing? 

There is certainly no easy answer to these questions. 
It is even possible that when more current figures on 
the size and the growth rate of the American two-car 
market are available, the 6-million estimate of normal 
may appear to be somewhat low. (In the latest years 
for which such data are available, the annual increase 
in the number of families owning two cars evidently 
accounted for an annual increase of about 1 million 
in the number of cars on the road.) But until there 
is some sound basis for revising this rule-of-thumb 
estimate of the normal new-car market, the current 
rate of automobile sales will of necessity cast a deep- 
ening shadow over business in 1956. 


BORROWING FROM THE FUTURE? 


If automobile sales have reached a level which 
suggests borrowing from the future, the current level 
of the personal saving rate also suggests that the 
uptrend of personal spending, which has been spec- 
tacular over the past six months, may well be more 
moderate in the future. In the broad rise of personal 
consumption outlays during 1954, the personal saving 
rate computed by the Commerce Department declined 
steadily, from about $22 billion early in 1954 to about 
$18 billion currently, or to about its lowest level in 
three years. 

As expansion in total activity continues in the 
future, it is likely that the saving rate will gradually 
begin to rise. The rise in debt repayments forecast 
by the current expansion of outstanding debt also 
argues that the saving rate will trend up in coming 
quarters. In fact, the saving rate is now in a position 
to provide a key insight into the character of the boom. 
A fast rise in the rate would suggest, other things 
being equal, that the boom is approaching its peak; 
a slow rise, that it may have many more quarters to 
go. (Text continued on page 163) 
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Instalment credit outstanding rose during the 
first quarter—a period when it usually declines. Most 
of the rise was owing to a booming rate of ex- 
tensions on automobile purchases. During the 
quarter, the instalment debt repayment rate was — 
at a record level, close to 12% of total disposable 
income. 


Instalment credit outstanding in billions of dollars; credit ex- 
tensions and repayments in millions of dollars. 


Sources: Federal Reserve; Department of Commerce; The Con- 
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INSTALMENT CREDIT: SURGE IS IN AUTOMOBILES 
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The panels show eight key meas- 
ures of business activity, each 
charted so as to superimpose Au- 
gust, 1954, on August, 1952. The 
result is to overlay the 1955 boom 
on the 1953 boom. Retail sales, 
new orders in manufacturing, and 
instalment credit extension are now 
above their 1953 rate; business in- 
ventories and industrial production 
are at their 1953 levels; factory 
unemployment, personal saving 
and machinery sales are below 
two years ago. All data are sea- 
sonally adjusted. 


Sources: Department of Commerce; Federal 
Reserve; Bureau of Labor Statistics 
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Inventory statistics provide another and related 
set of keys for watching the character and stamina of 
*the expansion. Starting late in the third quarter of 
1954, the trend of business inventories gradually re- 
_versed its course from rapidly downward to slowly 
_and irregularly upward. However, final demand on 
the part of consumers has risen so rapidly that inven- 
tory accumulation has, by and large, scarcely begun. 
The relationship of inventory to actual production 
rates is thus now strikingly low. In the recent past, 
relationships of inventory to production comparable 
to the present ratio were associated with strenuous 
efforts to increase the size of business stocks (see 
‘Chart, page 159). 

Inventory itself is thus a bullish element in the 
near-term outlook. In the atmosphere of lessening 
caution about the last half of 1955 which now seems 
'to prevail generally, the possibility of a substantial 
‘rebuilding of stocks over the next several quarters is 
good. If such a replenishment of shelves does occur, 
it will, of course, provide plenty of expansionary steam 
for general business. At the same time, the process 
of inventory rebuilding cannot continue indefinitely. 


| CAPITAL GOODS CYCLE 
| 


By ali current indications, the turn in the capital 
goods market has been completed. Both activity in 
capital goods industries and business expenditures for 
capital goods are now rising. In view of the very 
substantial upturn in corporate profits which has 
already occurred, it would hardly be surprising if 
this rise were to continue for several quarters. 

As with inventory rebuilding, expanding capital out- 
lays can provide a strong stimulus to general business 
‘in the last half of the year. But it is worth noting that 
the rate of rise in capital outlays is now being in- 
fluenced by the improvement of business conditions 
themselves. 

A McGraw-Hill survey released late in April pro- 
vides the latest available information on capital 
spending plans for 1955. It pointedly suggests that 
plans have recently been revised upwards as a result 
of business recovery, and it notes that of the four 
industries planning the largest increases in spending 
for new plant and equipment this year, three—iron 
and steel, nonferrous metals, and machinery—had cut 
their expenditures very sharply during the recession. 

While the advance of capital outlays certainly 
owes a great deal to the underlying favorable financial 
situation of corporations, and to the improvement of 
the tax treatment of corporations, a relatively rapid 
rise in those outlays in the last half of 1955 would thus 
also reflect a clearly cyclical stimulus. 

With these cautions borne in mind, the business 
outlook now bears a strong resemblance to the outlook 
in late 1952, when a broad advance in general business 

conditions, underwritten by expanding debt, rising 
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inventories, and increasing capital outlays, drove 
business up to a record peak in mid-1953. Timetables 
of business expansions are notoriously undependable, 
and it would certainly be unwise to carry the similari- 
ties to 1953 too far. However, the parallel at least 
provides a framework for watching business conditions 
over the next several quarters. 


AtBeRT T. SOMMERS 
Business Analyst 
Division of Business Economics 
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Industrial Products 


The Wall Street Journal (April 21)—“Even if 1955 business 
isn’t the best in history, it’ll be at least the second best. 


“That’s the concensus among manufacturers of industrial 
goods . . . at the Triple Industrial Supply Convention... . 
Top brass of some 400 companies sat down in booths at 
Cleveland’s big public auditorium for their annual conference 
at which distributors and manufacturers tell each other their 
problems. And almost all of them were optimistic. 

“Most manufacturers interviewed estimated that sales this 
year would pass 1954’s by at least 10%, with their expecta- 
tions summed up this way by a maker of power-transfer 
equipment: 

““*Ever since the new surge started last December we’ve 
been expecting a drop. It hasn’t come yet. For a while we 
were worrying that we might need some of our current busi- 
ness toward the end of the year. Now we just figure it’s going 
to keep on this way... .’ 


“Barring a sharp increase in steel prices this year, most 
manufacturers said they expected prices to remain at current 
levels for the rest of the year. Except for the twist drill 
industry, which has just announced a 20% price increase on 
drills, manufacturers in all lines said they did not plan price 
rises in the near future. ‘In spite of the improved demand,’ 
says an official of a wire rope manufacturer, ‘there’s still 
plenty of competition—and lots of it on a price basis.’ But 
the industrial goods makers were unanimous in the belief that 
no prices would be coming down.” 


Capital Expenditure 


Neil H. Jacoby, dean, School of Business Administration, 
University of California, Los Angeles (in an address before 
the Bay Area Management Conference, March 16)—“There 
are two basic reasons for a more stable rate of capital spend- 
ing by business. In the first place, confidence has been rising 
among businessmen, as well as among other people, in the 
ability of the American economy to grow rapidly in the future 
and to avoid prolonged depressions and runaway inflations. 
In the second place, there has been a great increase in the 
amount of research and development activity, a quickening 
pace of technological change, and an intensification of compe- 
tition between products of different kinds as well as among 
those of the same kind. These two fundamental forces have 


(Continued on page 189) 


Textile and Apparel Production Cycle Is on the Rise Again 
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TEXTILE TRENDS: LONG AND SHORT MODELS 


OLLOWING a year of uninspiring volume, 
retail sales of apparel have perked up over the 
past six months. And with the improvement in 
sales, inventory liquidation at both retail and manu- 
facturing levels-has been brought to a halt. Reflecting 
this reversal in merchandising trends, textile and 
apparel production has been stepped up markedly. 
But optimism based on the turnabout in the tex- 
tile and apparel cycle has to be tempered by the his- 
toric realities of long-run trends in consumer expendi- 
tures on clothing. Thus, the outlook for textiles and 
apparel must be viewed in two separate perspectives: 


|. The short-term mechanism of the industry's inven- 
tory cycle; 
2. The long-run trend in clothing expenditures. 


PRODUCTION CYCLES 


The short-term cycles that characterize activity in 
the textile industry stand out clearly in monthly 
statistics of textile and apparel production (see 
chart). The output of textiles and apparel since early 
1947 falls into three cycles. Measured from cyclical 
peak to peak, the first ran from January, 1948, to 
February, 1951, a period of thirty-seven months; the 
second extended from February, 1951, to May, 1953, 
a period of twenty-seven months. The industry is 
now apparently working its way through a third 
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cycle, the downward phase having run from May to 
December, 1953, with the subsequent fifteen months 
representing a period of revival (though the quick 
recovery of early 1954 was interrupted and not re- 
sumed until the final quarter of last year). 

On the basis of historical analogy, the current 
recovery should not yet have reached its peak. The 
two previous revivals lasted twenty-one months 
(May, 1949, to February, 1951) and nineteen months 
(October, 1951, to May, 1953). The next six months 
will provide a test of this special geometry of the 
textile industry. 

The amplitude of postwar swings in textile produc- 
tion has been considerable, with output of textile-mill 
products fluctuating more widely than output of 
apparel: 


Textiles 


Total 


Apparel 


Peakto | Trough | Peak to Trough Peak to | Trough 

Trough | to Peak | Trough to Peak Trough | to Peak 
1948-1951. .|-16.5%| +27.5%|-21.1%| +45 .1%a\-11.0%] +21. 6% 
1951-1953. .|-17.2 |+19.8 |-19.3 |+17.7 -19.6 |+21.9 
1065S Sols .|-17.4 —20.4 -13.7 jane 


aPeak occurred in December, 1950. 


Behind these fairly sharp cycles in the manufacture 
of textiles and apparel were variations in consumer 
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spending on the various items of apparel. Three times 
since the war, at about two-year intervals, retail sales 
of apparel fell off noticeably: in 1949, paralleling the 
general business recession; in 1951, as a reaction from 
the buying splurge that accompanied the outbreak of 
war in Korea; and again in 1953, with the latest de- 
cline in business activity. But in each case, the 
adjustments set under way in textile and apparel 
production greatly exceeded the declines at the retail 
level. 


INVENTORIES AND UNCERTAINTY 


The exaggerated fluctuations in apparel production 
compared with apparel sales, and in textile produc- 
tion compared with apparel production, reflect two 
striking characteristics of the industry. These are the 
process of inventory accumulation and _ liquidation 
that accompanies variations in consumer demand; 
and the uncertainty and difficulty in planning on the 
part of a multitude of relatively small manufacturers 
who are several stages removed from the final market 
where consumer and retailer meet. 

Behind the sales of apparel to consumers, there 
are four levels at which inventories are carried—by 
retailers, wholesalers, apparel manufacturers, and 
textile manufacturers. When retailers experience a 
rise in their sales, they may place orders to replenish 
their stocks and, in a typical instance, to build up 
stocks to match the higher volume of sales. Thus 
apparel manufacturers can feel the effects of im- 
proved retail trade to a somewhat amplified degree. 
In the same way, apparel manufacturers, in filling in 
and building up their stocks, transmit their experience 
to textile manufacturers with increased effect. The 
process of inventory adjustment can work in just the 
opposite way when retail sales decline, or even level 
off. Production drops as a more cautious attitude 
toward the level of stocks reaches each stage of textile 
and apparel activity in turn. 

Coupled with the process of inventory adjustment 
is the necessity of manufacturers to anticipate, as 
well as merely respond to, the demand for their 
products. And in the highly seasonal textile industry, 
the uncertainty in planning can generate considerable 
variation between trends in retail sales and produc- 
tion decisions on the part of manufacturers of broad- 
woven goods. The results of such variation are un- 
planned changes in the level of inventories, which 
tend to aggravate the industry’s inventory cycle. 

The mechanism of an inventory cycle is illustrated 
by the textile and apparel industry since 1953—whose 
experience helps to place the recent improvement in 
output in its short-run perspective. 


IMPACT OF THE 1953 SALES DECLINE 


During the second quarter of 1953, textile produc- 
tion rose sharply, following a rising trend in retail 
apparel sales. But retail sales had leveled off by 
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then, and inventories began building up in the hands 
of retailers and apparel and textile manufacturers 
(see chart). 

A drop in retail sales of clothing in the second half 
of the year set a cyclical decline under way. In the 
third quarter of 1953, sales fell 5% below the levels 
of the first half; in the fourth quarter they fell still 
further! The immediate impact of the sales drop 
was a rise in retail clothing stocks. 


(Text continued on next page.) 


1Monthly sales estimates were prepared by THE CONFERENCE 
Boarp, utilizing the Department of Commerce monthly data on 
apparel store sales and the Federal Reserve’s data on clothing sales 
in department stores. The latter series was seasonally adjusted by 
Tue ConFERENCE Boarp. 
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Apparel wholesalers were quickly affected by the 
changing demand at the retail level. Third-quarter 
1953 distributor sales were 5% below the first-quarter 
rate, while inventories rose to a peak at the end of 
August, 11% above their level at the beginning of 
1953. 

The impact of these retail and wholesale trends 
reached apparel manufacturers in magnified form. In 
the third quarter, output of apparel fell 6% below 
the second-quarter peak; by the fourth quarter, out- 
put of apparel fell another 6%. Despite these sharp 
cutbacks in production, apparel manufacturers’ stocks 
were not reduced at all. 

Output of textile-mill products fell even more 
sharply. (Manufacturers’ sales data suggest that this 
sharper drop was concentrated in the output of 
broad-woven goods.) But inventories at the textile- 
mill level, in contrast with apparel manufacturers’ 
experience, fell steadily after the second quarter of 
1953. 


THE 1954-1955 RECOVERY 


The process of revival began in early 1954, as the 
decline in clothing sales leveled out. With reduced 
production, inventories of apparel and textile manu- 
facturers were worked off, but accumulation of stocks 
at retail continued. A mild upturn in sales during 
the spring of 1954 helped to reduce these retail 
stocks and firmed both apparel and textile produc- 
tion. But sagging sales in the third quarter again 
pushed retail inventories up and set apparel produc- 
tion back. 

Over the last six months, covering the fourth quar- 
ter of 1954 and the first quarter of 1955, a renewed 
improvement in retail apparel sales has stimulated 
textile and apparel production fairly sharply, with 
some evidence of renewed and voluntary inventory 
buildup at both retail and apparel manufacturers’ 
levels, but with textile-mill stocks still moving lower. 


PRICES IN RECESSIONS AND REVIVALS 


The current inventory cycle has been characterized 
by relative stability in prices. From the fourth 
quarter of 1953 to the trough in the second quarter 
of 1954, the decline in the textile and apparel whole- 
sale price index was only 4% (2% for apparel, 6% 
for textiles). The recovery in prices through early 
1955 was fractional. 

The decline in retail clothing prices over this 
period was even smaller. From the first quarter of 
1953 to early 1955, the apparel component of the 
BLS consumers’ price index fell only 1%. 

This comparative price stability was in contrast 
to price behavior during the inventory cycle of 1948- 
1950. Then, as now, a drop in retail sales was trans- 
mitted in magnified form to the manufacturing sector. 
But in the earlier recession, the decline in retail sales 
of clothing was 11% (from fourth-quarter 1948 to 


fourth-quarter 1949). An important part of the drop 
was represented by price change, with retail prices 
falling 8% from the fourth-quarter 1948 peak to the 
trough in the second quarter of 1950. 

In the 1948-1950 cycle, the inventory adjustment 
process worked more through prices than in the cur- 
rent experience. The textile and apparel wholesale 
price index dropped 11% from the peak in the first 
quarter of 1948 to the trough in the third quarter of 


1949, and dipped still lower in the second quarter of — 


1950. (The drop in apparel prices was 8%, in textiles 
13%.) 
LONG-RUN TRENDS IN CLOTHING SALES 


Thus far, the revival in textiles and apparel is fol- 
lowing a pattern set by the mechanism of inventory 
fluctuations in the industry. The course of the cur- 
rent inventory cycle, taken by itself, would suggest 
that the peak in textile and apparel output has not 
yet been reached. How long the advance will con- 
tinue and how far up it can get, however, depends 
also upon underlying trends in apparel consumption. 

The working out of a textile inventory cycle is one 
thing; a soft-goods boom, which is now being sug- 
gested by many business observers as a possibility 
for later in the year, is another. 

Such a soft-goods revival would seem to imply re- 
tail sales climbing to new highs, substantially above 
the levels of the first half of 1953. In appraising 
this possibility, it is necessary to take a long, hard 
look at the secular trends in consumer demand for 
clothing, and the long-run competitive position of 
the clothing market in relation to the total demand 
for consumer goods and services. 

In 1954, dollar expenditures for clothing were about 
$16 billion, more than double the 1929 levels, but still 
3% below the peak reached in 1952 (see chart). 
When clothing expenditures are adjusted for price 
changes, the long-run upward trend is dampened (see 
chart). The rise from 1929 to 1954 is only 17%, com- 
pared to the more than 100% increase in terms of 
current dollars. 

Finally, taking population increase into account, 
the true dimensions of the long-run trend in the 
clothing market come into sharp focus. Since 1949, 
per capita deflated clothing expenditures have been 
lower than in the late 1920’s, and have exceeded only 
the depression years 1929-1939. The postwar decline 
in these per capita expenditures has been continuous 
from 1945 to 1954, except for an interruption in 1952. 


COMPETITIVE POSITION WEAKENED 


The trend in the ratio of clothing expenditures to 
total consumer spending, both corrected for price 
changes, has been downward over the three decades 
under review. By 1929, the ratio had declined con- 
siderably from the mid-1920’s. And since 1929 the 
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ratio for that year has been exceeded only once. In 
_ 1954, the ratio was at its lowest level on record, fully 
_ four percentage points below the 1929 rate, and 
almost three percentage points below the 1941 ex- 
- perience.! 

In terms of dollars of current purchasing power, 
the trend in the ratio of clothing to total consumer 
_ spending (see chart) is essentially the same as in 
- constant dollars. At 6.9%, the 1954 ratio was about 
three percentage points below the 1929 rate. 

From the marketing point of view, this decline in 
apparel’s share of the consumer dollar is a telling fact 

in the textile and apparel market. 

’ — If, im 1954, consumers had spent the same percent- 

age on clothing as they did in 1929, their 1954 
- dollar outlays for clothing would have been about 
. $3.5 billion higher. 


DIFFERENTIAL CHANGES IN POPULATION 


In explanation of these long-run trends in the 
- market for apparel, one popular theory emphasizes 
_ the postwar trek to the suburbs, with its greater in- 


1Price deflators for clothing expenditures were computed by com- 
bining the apparel component of the Bureau of Labor Statistics 
consumers’ price index with the clothing component of the Depart- 
- ment of Agriculture’s prices paid by farmers, following the methods 
of the Department of Commerce. See the National Income Sup- 
plement to the Survey of Current Business, 1954, pp. 155-156. 
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formality of dress. However, since the downward 
trend in the important marketing ratio was already 
evident prewar, the flight to the suburbs would not 
seem to be the whole answer. Another partial answer 
appears to lie in the changing composition of the 
population in the postwar years, with the number of 
children increasing at a faster rate than the number 
of adults. 

Since expenditures for children’s clothing are about 
one half those of adults,! it would be reasonable to 
expect per capita clothing expenditures to rise in a 
period when the adult population is increasing faster 
than the number of children, and to fall in a period 
when the number of children is increasing more rap- 
idly than the number of adults. 

In actual fact, the adult population fourteen years 
and over increased about 23% from 1929 to 1941, 
while the number of children under fourteen de- 
clined 9%. From 1941 to 1954, the adult population 
rose by 13%, while the number of children jumped 
by about 47%. 

Real clothing expenditures depend, of course, on 
changes in income as well as on differential changes in 
population. Tue Conrerence Boarp has related 
such spending, in the period 1923-1941, to disposable 


1See ‘Family Spending and Saving in Wartime,” Bureau of Labor 
Statistics, Bulletin No. 822, pp. 80-81. 
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income (corrected for price changes) and two popu- 
lation factors; namely, population under fourteen, 
and civilian population fourteen years and over. Com- 
parison of actual expenditures with calculated! for 
the prewar years discloses a close correspondence (see 
chart). 


TRENDS: ACTUAL vs. "CALCULATED" 


In most of the war years, actual clothing expendi- 
tures exceeded those expected on the basis of prewar 
factors. This is the reverse of the experience with 
consumer durables. Clothing was not rationed dur- 
ing the war, and consumers, particularly women, had 
enough income to splurge on apparel, even after rec- 
ord saving rates. In 1946, the postwar peak in “real” 
clothing expenditures, actual spending differed widely 
from calculated (see chart). This was the year of 
restocking of depleted inventories by returning serv- 
icemen. 

Over the next three years, 1947 to 1949, actual ex- 
penditures drew closer to those expected from the 
interplay of the three variables. However, in those 
years the full demand for competing durables expen- 
ditures was not being fulfilled owing to shortages. 
But by 1950 this force had worked itself out, and 
actual and calculated outlays were equal. They have 
generally remained so since. 


WOMEN'S vs. MEN'S CLOTHING SALES 


In addition to the factors described above, there 
are important differential movements in clothing ex- 
penditures for women and children on the one hand, 
and men and boys on the other. 

When trends in current dollar expenditures are ex- 
amined, the movements in these two separate series 
correspond roughly to changes in total spending for 
clothing (remembering, of course, that postwar 
spending for women’s and children’s apparel is about 
twice as large as for men’s and boys’). Since 1941, 
however, the combined price index for men’s clothing 
has risen 121%, for women’s clothing 93%. After 
adjustment for price changes, significant differences 
therefore appear in the postwar levels of these series, 
as compared with prewar. In 1954, deflated expendi- 
tures for women’s and children’s clothing were almost 
25% higher than the 1941 level, while expenditures 
for men’s and boys’ clothing in 1954 were actually 
8% below the 1941 level. 

If further correction is made for the increase in 
population, per capita deflated expenditures for 
women’s and children’s clothing in 1954 were 2% 


1The equation, based upon the years 1923 through 1941, is as 
follows: log Y = -3.1975+1.0730 log Xi -.0861 log X2+1.1314 
log X3 -.0143 Xu, where Y = clothing expenditures (billions of 1947 
dollars), X; = disposable income (billions of 1947 dollars), X.= 
population under 14 years (in millions), X; = civilian population 
14 years and over (in millions); X, = time (1931= -1, 1932=0, 
1933=1). R?=0.94. Sources: Department of Commerce, Depart- 
ment of Labor, Department of Agriculture, THz CoNnrerENcE 
Boarp. 
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above the corresponding 1941 rate; for men’s and 
boys’, 23% lower. (The 1954 per capita deflated ex- 
penditures for men’s and boys’ apparel were also 
about 25% lower than the levels of the late 1920's.) 
In interpreting the trend in per capita clothing ex- 
penditures corrected for price changes (see chart), 
the downward postwar tilt is thus entirely the result 
of the sharp downward trend in the men’s and boys’ 
clothing sector. 

In view of the long-term decline in consumer 
budgeting on men’s apparel, prospects for a substan- — 
tial revival in textile industries (beyond the dimen-— 
sions of a new cyclical recovery from the losses sus- 
tained in 1953-1954) would seem to hinge on revers- 
ing the downward trend of real expenditures on men’s 
clothing. 
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Britain in the World Economy—This series of lectures was 
noted in the October Business Record as published by 
George Allen & Unwin, Ltd., London. It is also pub-— 
lished in this country by The Macmillan Company. Sir 
Dennis H. Robertson, The Macmillan Company, New 
York, 1954. $1.75. | 


The Changing American Market—Reprint of twelve articles _ 
which originally appeared in Fortune magazine on the 
revolution that has taken place in the market for consumer 
goods. The Editors of Fortune. Hanover House, Garden 
City, 1953, 1954, 1955. $4.50. 
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HOUSEHOLD FORMATION: PAUSE BETWEEN BOOMS 


but household formation has slowed. The 
sharp increases in population reflect a postwar 
rise in the birth rate. But the grouping of people 
‘into families and households is now taking place at 
a significantly slower rate than in the immediate 
-postwar years. This divergence of trends in popula- 
tion and household formation is a social phenomenon 
of the times—a pause of the demographic trend in 
‘the Fifties. Why the pause? When will it be 
over? 

From 1947 to 1950, household formation increased 
sharply, owing to the postwar boom in marriages and 
the undoubling of families previously living with other 


Pies Hossa has been booming in recent years, 


families. But from 1950 to 1954, household formation 
fell off as a result of the decline in the number of 
marriages and in the rate of undoubling. 

The current slump in marriages, in turn, reflects a 
decline in the number of females reaching marriage- 
able age (eighteen to twenty-four), and is associated 
with the low birth rates of the 1930’s. 

The future, however, looks brighter. The num- 
ber of marriages and households will spurt as post- 
war babies grow up. Household and family forma- 
tion should then rise to record heights. For a graphic 
presentation of American demographics at work see 
the chart below and those on the two following pages. 
Definitions are given on page 171. 
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AS RESULT OF LOW BIRTH RATE OF THIRTIES 
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together occupy a house, an apart- 2.5 
ment, or other group of rooms, or 
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unit. (Groups of persons living in 
institutions, hotels, and large room- 2. 
ing houses are not counted as 
households.) 


Family: a group of two or more 
persons, related by blood, mar- 1.9 
riage, or adoption, and living to- 
gether. Such a group may consist 
of a married couple and depend- 
ents, of a widow and child, etc. 
Single, or unrelated individual: 
a person (other than an inmate of 
an institution) who is not living as 
the member of a family. Each 0,5 
of thesé population units may 
maintain its: own household or 
may live doubled up in another 
household. 0 
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New Developments in 


ELECTRONICS AND TRANSPORTATION 


By Malcolm P. Ferguson’ 


President, Bendix Aviation Corporation 


dustry: It has produced several large industries, 
notably radio and television but it extends far 

beyond their boundaries. Already so commonplace 
that we rarely think of it is the part electronics plays 
in telephone relay circuits. The same can be said of 
self-leveling elevators, electric-eye door openers, tape 
recording machines and many other similar conveni- 
ences. Then we must list the commercial importance 
of radio, not as an entertainment medium, but as an 
indispensable factor in all commercial, military, and 
private flying. And you might be surprised at the 
amount -of it if you were able to catalogue the elec- 
tronic test apparatus now in daily use in hundreds of 
manufacturing and processing plants, not to mention 
virtually every scientific and industrial laboratory. 

We should, therefore, think of electronics as a means 
of accomplishing millions of chores in a way that per- 
mits greater speed and accuracy, and often the an- 
nihilation of distance. Electronics will play an ever- 
larger role in all forms of human activity. 

No speaker can do more than hit a few highlights of 
a subject so broad and growing at such bewildering 
speed. Its association with all forms of transporta- 
tion is a particularly interesting story. 


V{ ws CANNOT LOOK at electronics as an in- 


A STRING OF ELECTRONIC OUTPOSTS 


Radar is probably one of the most exciting illus- 
trations of electronics at work. Most of us now real- 
ize that our first line of defense—the first shield of 
our national security—is represented by a string of 
electronic outposts forming the early-warning radar 
net and stretching through almost all the continents. 

By means of electronics we can now detect the 
approach of/an enemy plane hundreds of miles away 
and watch its course. I can’t say how far, for that 
information is closely guarded, but I can say that the 
range and effectiveness of radar are constantly being 
increased. Some idea of the stature of the technical 
problems involved is best indicated by the price tag— 
the first fixed radar installations cost about $1 million 
each. Even today, in volume, the cost of the larger 
radars is in the range of $300,000 each. 

The circling antenna which sweeps the skies 

1Address given at the luncheon session of the National Industrial 


Conference Board’s 357th Meeting held in the Emerald Room of 
The Shamrock, Houston, Texas, on March 24, 1955. 
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is ‘impressive, but the 
electronic gear that sends 
and receives the signal, 
the power supply, the 
equipment for interpre- 
tation of the information 
received, the picture 
scope and all of the other 
paraphernalia make a 
huge package. I can 
give you some idea of it 
by mentioning that a mo- 
bile version of such an in- 
stallation that we make 
for the United States Air 
Force requires packaging into sixteen full-size tractor 
trailer trucks to transport it. 

These lonesome electronic sentinels are not the only 
descendants of the miracle that was born in World 
War II. Radar did play an almost determining role 
in the defensive Air Battle of Britain. But the worka- 
day job it does now as an aviation aid was foreshad- 
owed by the function it performed first in Britain and 
later in the drive on Berlin as our forces established 
new air fields on the continent. The fleets of bombers 
that shuttled back and forth, bringing the Nazi power 
to its knees, could not have operated under adverse 
weather conditions without radar flight control. 


RADAR IN CIVILIAN CLOTHES 


Now, in civilian work-clothes, the form of radar in 
use most extensively today is what we call GCA, or 
ground-controlled approach radar. A new version of 
GCA is now being made standard by the Civil Aero- 
nautics Administration for civilian airports all over 
the country, and soon all our principal city airports 
will be so equipped. This new radar will practically 
eliminate landing delays due to fog and other instru- 
ment flight conditions. 

Hitherto, radar operators seeing the “pips” of a 
dozen aircraft simultaneously on their screens have 
had to call for specific maneuvers for positive identi- 
fication of any one of those planes. But the new sys- 
tem we are producing as part of a program worked 
out with the CAA in cooperation with aircraft oper- 
ators automatically “draws a line” on the screen, 
spotting the plane contacted. Another new develop- 
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ment called “video mapping” electronically repro- 
duces a map on the ground operator’s radarscope 
showing terrain hazards, airport runways and proper 
flight paths. 

This new airport equipment is technically capable 
of assisting the pilot to land any aircraft equipped for 
normal instrument flight “regardless of visibility,” or 
completely blind. Used to control and expedite traffic 
around a busy airport, it will permit landings and 
take-offs at the rate of one a minute during periods 
of minimum weather conditions. 

Incidentally, these new GCA installations have al- 
ready been ordered for the airports at Copenhagen, 
Denmark; Gander, Newfoundland; Bombay, India; 
and Frankfort and Hamburg, Germany. 


A SPECIAL WEATHER RADAR 
Science earns our greatest gratitude when it finds 
a way to eliminate one of our ever-present fears. If 
this is true, then we are greatly indebted to the radar 
engineers who have now scotched the fear of en- 
countering severe storms during flight. I was amazed 
when I was shown the first photographs of the scope 


of a special weather radar designed for airborne in- 


stallation. The picture before the pilot not only tells 
him of thunderstorms, their area and severity, but 
informs him of areas of great turbulence and exces- 
sive hail and, most importantly, shows him a clear, 
safe path around them. Furthermore, the pilot can 
get a changing view. Simply by flicking a switch, 
he can sharpen the picture from a 150-mile “long” 
view to a close-up at either a fifty-mile or twenty- 
mile range. 

The benefits of this development to commercial, 
military and large private plane operation are almost 
incalculable. First, it means that flights which might 
have been canceled because of the known possibility 
of thunderstorms ahead may now be flown. Second, 
it means considerable savings in time and fuel, be- 
cause it obviates the necessity of making long detours 
around or great climbs above ominous weather condi- 
tions by course plotting to avoid them. Third, it 
should increase the feeling of confidence and comfort 
for everyone who uses the airways. 


HOW CROWDED THE SKIES? 


Now I would like to touch briefly on some other 
ways in which electronics are speeding progress in 
aviation. First, a few words about aviation itself in 
the year 1955. Few realize that, while we have in 
commercial transportation about 1,400 multiengined 
craft, there are in operation by business and for 
executive travel more than 20,000 aircraft, with an- 
other 10,000 in use by farmers, ranchers, and other 
individuals. Each day more than 600 aircraft depart 
or arrive on flights to foreign lands. While flying 
the Atlantic to northern Europe one is tempted to feel 
very much alone, but this is not the case, because as 


a rule there are, | am told, about twenty-five air- 
craft over the Atlantic at one time. 

We have recently celebrated fifty years of flight 
since the Wright brothers’ accomplishment. What 
a change in this fifty years when the Super Constel- 
lation wing spread of today is greater than the length 
of the first Wright flight, a distance of 120 feet. 

When we look up and see a single plane droning 
overhead we may say, “What a lot of space there is 
up there.’ But when you think that every day in 
the United States there are 30,000 scheduled air-line 
arrivals and departures, to say nothing of even 
greater military and private traffic, you can begin to 
grasp the magnitude of the aircraft traffic control job. 


AIR SUPERHIGHWAY SYSTEM 


Without electronics it would be impossible. I will 
not attempt to tell you how the job is done but 
some of the important recent improvements should 
be of interest to you. Airways “Green,’ “Amber,” 
“Red,” and “Blue” are being repaved. They were the 
nation’s first radio-marked sky routes. Now, as a 
part of a five-way electronic “air superhighway” sys- 
tem, new radio routes for instrument flying are 
rapidly going into operation. These are designated 
“Victor 1,” “Victor 2” and so on. Since 1952, accord- 
ing to the CAA, 45,00 miles of the new “Victor” air- 
ways have been added to the existing 65,000 miles 
of color-designated sky routes. 

The major element of this “Victor” system is the 


STORMY PICTURE—Airborne radar developed by the Radio 
Division of Bendix Aviation Corporation reveals the weather 
up to 150 miles ahead of a plane. It not only shows a pilot 
thunderstorms and similar turbulent areas but also their extent 
and severity, which enables him to go around them or follow 
a safe course through the storm, 
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POLAR EYE—tThe gyroscope heart of a revolutionary new 
steering and direction-finding system, designed for flights over 
Polar regions where magnetic compasses go haywire, is being 
explained here by Clark Smith, Bendix Aviation Corporation 
technician, to mavigator Mauritz Sundt of Scandinavian Air- 
lines System. The new system is being used by SAS on regular 
transcontinental commercial flights over the Arctic—between 
Los Angeles and Copenhagen. An incredibly precise ‘top’ that 
spins 22,000 times a minute, the gyro automatically solves 
direction problems with no reference to any ground point. 


omnidirectional radio range, which is like a huge radio 
wheel sending signals in all directions. To stay on 
course despite visibility conditions, the pilot simply 
tunes the receiver in his plane to the right station on 
his route and instrument pointers show him instantly 
whether he is to the right or left of the “track” he 
wants to follow, directly to or from that station. 

Odd-numbered “Victor” airways run north and 
south, while even-numbered designate east-west 
routes. Each highway is ten miles in width and each 
is divided into 1,000-foot vertical lanes. 


Instrument Landing System 


Another remarkable example of the problem-solv- 
ing that electronics has made possible in this new 
field, which is referred to as the “Common System” 
or the “Big Five,” is the instrument landing system, 
or ILS, whereby a pilot receives radio signals from the 
airport he is approaching which permits him, by an 
instrument presentation, to fly, regardless of weather, 
a prescribed landing approach for that airport. 


Distance Measuring Equipment 


Next we have a new element called DM E—distance 
measuring equipment. By means of a ground signal- 
ing system, the pilot again uses a form of radar to tell 
him continuously and accurately how far he is from 
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any point to which he wishes to tune in. It’s quite 
fantastic to look over the pilot’s shoulder and see a 
simple dial indicate 89 miles to Chicago, 88, etc. 


Automatic Glide Path Control 


The fantastic grows as we describe the fourth ele- 
ment, called Automatic Glide Path Control. Speak- 
ing simply, this makes landing an aircraft completely 
automatic under conditions of zero visibility. It 
takes the ground signal of the ILS system but, in ad- 
dition to presentation on a dial for the pilot’s guid- 
ance, couples it to the electronic automatic pilot of 
the aircraft and, without any pilot assistance, brings 
the aircraft through the approach pattern of the air- 
field, down a landing approach to a touch-down posi- 
tion on the runway; meanwhile, it even adjusts the 
engine throttles—or power—up or down as may be 
needed for proper control. The first of these are just 
now being installed on commercial aircraft. 


Course Line Computer 


The fifth element, which is still in the development 
stage, is called a Course Line Computer. It will 
receive signals from one or more stations and auto- 
matically map an additional course parallel to the 
direct course between airports, thus producing multi- 
lane airways with planes flying assigned courses at 
the same level but far enough apart to be safe. 

We have long hoped for all-weather flight. These 
five navigation aids, plus the new weather radar, now 
seem to make it possible. 


AN ELECTRONIC PILOT 


There are other aircraft navigation and control 
systems now in early use that also hold great prom- 
ise for the future. One of the most useful is an elec- 
tronic navigation aid which gives the pilot a con- 
tinuous pen line record of his position on a navigation 
chart which has already been prepared to show all the 
usual features of topography—such as shore lines, 
rivers, cities, etc. This system is a form of hyper- 
bolic navigation, and operates on the information as 
to the distance of the mobile receiver in the plane 
from four fixed ground transmitters—a “master” and 
three “slave” stations—each sending out electronic 
signals. The accuracy achieved is on the order of 
fifty to one hundred yards within fifty miles of the 
“master” ground station and a mile or so at distance 
of 200 miles from the master station. 

The aircraft receives a group of signals sent simul- 
taneously from the four stations, the difference in the 
arrival time of these signals being automatically com- 
puted by the receiver into a position on a chart. 
Before taking off, the pilot selects the chart covering 
the route to be followed. The rest of the operation 
is automatic, for a pen actually marks his course on 
the chart before him as he travels along. 
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The system is now in use on 175 aircraft and 2,400 
ships in the area of western Europe. Because of its 
close-range accuracy, we believe this system will be 
particularly valuable for helicopter use. I might 
add that I am particularly impressed with the long- 
range potentials of helicopters as feeder-line aircraft 
and as short-haul freight transports of the future. 


NEW POLAR PATH COMPASS 


In the field of navigation and flight control of 
aircraft, I will only mention the widespread use today 
of electronic automatic pilots, and the even more 
common radio direction finder or compass. Of inter- 
est, however, is our new Polar Path compass, which 
has minimized acute navigation problems in the con- 
fused area of the Magnetic North Pole. The heart 
of this new compass is an extremely precise direc- 
tional gyro unit about the size of a baseball, that 
automatically feeds “heading” information to the 
plane’s automatic pilot. It recently received its 
initial commercial application in the inauguration of 
the Scandinavian Air Lines regular route from Los 


Angeles to Copenhagen, 5,800 miles over the North’ 


Pole, and is proving an important element in this 
latest conquering of the skies. 

Lest you feel that we are rapidly disposing of the 
problems that once baffled the pioneers of flight, I 
will give you a few glimpses of what we are con- 
cerned with now. The Wrights used a sixteen-horse- 
power engine. For comparison, think of the latest 
DC-7 airliner, which has a total of 13,000 horsepower 
in its four engines. The perfection of such power 
plants now under development will, of course, boost 
airplane speeds and practical cruising altitudes far, 
far beyond present standards. 


MORE AND MORE SPEED 


This means that things which happen fast now will 
be happening so much faster tomorrow that only the 
“superinstantaneous” reaction of electronics can hope 
to cope with the most commonplace problems of fly- 
ing. The Air Force development program now in- 
cludes jet engines of almost 25,000 pounds thrust or 
more than three times the thrust produced by the 
Air Force plane which recently set a new transconti- 
nental speed record of three hours and forty-six 
minutes. So, newer and far more efficient types of 
electronic equipment of all kinds must be developed. 
It is reassuring that we already have under our belts 
experience which gives us confidence that these prob- 
lems can be solved. 

Much of this experience is being gained today in 
the guided missile field. Building a successful guided 
missile not only involves a new order of aerodynamics 
and power plants, but it also involves extraordinary 
problems of guidance and of flight control—electronic 
problems. While security really limits my remarks in 


EYES FOR AIR TRAFFIC—Precision approach radar (PAR-2), 
developed by Bendix, is being installed at airports to ease 
congestion on the final approaches to landing strips. It is part 
of the over-all ground-controlled-approach radar system de- 
vised to control the growing airway traffic problem. 


this field, electronics has played one of its most inter- 
esting roles in helping us to learn what really is hap- 
pening in a guided missile flight—it’s called’ “tele- 
metering.” 


Lessons from Guided Missiles. 


Every time a guided missile is shot up into the 
blue, the ground crew knows more about what it is 
doing up there than any one of them knows about 
how his automobile is performing as he drives it over 


the highway. Through telemetering units, radio sig- 


nals are continuously sent back to the ground from 
the missile. We have made telemetering packages 
that transmit simultaneously over one hundred dif- 
ferent categories of information about the missile 
flight, temperature, altitude, roll, pitch, direction, and 
other key data. And remember the entire flight is 
all over in perhaps two minutes. It goes without 
saying that such information would be valueless if 
we had not also developed high-speed receiving, re- 
cording, and computing equipment to catalog this 
fund of knowledge. 


Tackling the Thermal Barrier 


Largely from guided missile experience we know 
many of the problems of high-speed flight yet to be 
solved. The most serious is the “thermal barrier.” 
Time passes so fast that we have almost forgotten 
how only yesterday we worried about crossing the 
sound barrier. The thermal barrier is a problem be- 
cause, at superspeeds and superaltitudes, such intense 
heat is generated that our present metals and other 
materials are no longer adequate. The skin tempera- 
ture at 550 miles an hour is about 125 degrees, Fahr- 
enheit, but at 1,600 miles an hour, a speed already 
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flown, it becomes over 400 degrees. So the most in- 
tense effort is being expended on the development of 
new materials of all kinds that will not fail under 
such conditions. And we are making progress, too. 
Already we have made vacuum tubes which can with- 
stand higher heat than the structural materials now 
available for the plane itself. 


Liquefied Fuel and Oxygen Plants 


Experience already gained in guided missile devel- 
opment also foreshadows the power plants of tomor- 
row. Proud as we may well be of the mounting 
horsepower of the now conventional jet engine, it is 
no secret that an entirely different kind of power 
plant will come into use when we begin to be at home 
in the upper empire of the air. The reason, of course, 
is that, at an altitude of, say, 79,000 feet, the air 
density is only 4% of what we have on the ground. 
That means only 4% as much oxygen is available. 
So a power plant, to operate at extreme altitudes, 
must carry its own fuel and oxygen, probably in a 
liquefied form. You will hear much about these liquid 
fuel engines in the future. It was recently reported 
that such a power plant of over 100,000 pounds 
thrust is now under development. 

You know, from having seen pictures of the weird, 
laced suits worn by some of our daring test pilots, 
what a problem this shortage of oxygen poses for 
the human body, too. But we have solved that prob- 
lem also. To conserve space, we now make available 
liquid oxygen—one cubic inch of liquid oxygen equals 


THE BIG PICTURE—The scope of airport surveillance radar 
(ASR-3), developed by Bendix Aviation Corporation, gives a 
long-range view of traffic conditions around a busy airport. 
The new equipment is technically capable of assisting the pilot 
to land any aircraft equipped for normal instrument flight 
“vegardless of visibility,’ or completely blind. 
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800 cubic inches of gaseous type at sea level pres- 
sure. The system provides an ingenious control 
mechanism whereby exactly the amount of oxygen 
needed is supplied to the pilot automatically. And 
at really high altitudes, the oxygen is actually pumped 
into his system, with the curious result that the same 
oxygen system must supply controlled pressure to 
the outside suit he wears to restrain the pressure 
generated in his body. 


Telephoning Home from the Air 


I would not want to leave the subject of electronics 
in aviation without making note of two points. Many 
businessmen flying company planes frequently make 
use of existing Coast Guard radio facilities to let their 
wives know that they will be home for dinner. It will 
not be long, I believe, before it will be possible for 
commercial air travelers to utilize the country’s full 
telephone network from the commercial airplane. 

Second, as computers, now under early use, are per- 
fected to simplify the complicated task of recording 
and controlling air travel reservations, electronics will 
play another helpful role. Some wag has said that 
“the future of air transportation is on the ground.” 


ELECTRONICS ON THE RAILROADS... 


Perhaps you may not feel that the role of elec- 
tronics in ground transportation is quite so dramatic, 
but inasmuch as most of us are destined to do more 
rambling on the ground than in the air, the advances 
being made in this direction are entitled to more 
appreciation than they may be receiving. 

Railroads have already gone deeply into the use 
of electronic equipment. The trend began with the 
use of mobile radio for freight yard communications, 
from which great increases in economy and efficiency 
have resulted. There is increasing use of radio com- 
munication from moving train to station, train end- 
to-end communication, and, of course, the use of 
public telephones from some of the major trains. 

An interesting new use is in the electronic “impact 
recorder.” This device is being increasingly adopted 
for freight operations, where the record that it makes 
simplifies many an argument over damaged goods 
and contributes to studies of better packaging and 
loading. 

A form of television is being used for noting freight 
car numbers, and it is quite possible that a hook-in 
between such a television device and a specially de- 
signed computer could make the recording of car 
numbers not only automatic but could translate this 
information into usable form. This would vastly 
simplify a subject that has always bewildered many 
people, that of how the railroads keep track of the 
tens of thousands of freight cars that roam around 
the country. 

It goes without saying that the work being done 
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on the use of electronic computers for simplifying the 
reservation and ticket problems will be of tremen- 
dous benefit to the railroads also. 


... AND IN ROAD TRAFFIC 


Now you may not readily believe that electronics 
have much to do with your automobile today except 
for the car radio, but here again research and develop- 
ment are at work. Many of you are familiar with a 
now conventional use that helps your reputation for 
courtesy. That is the photoelectric cell which auto- 
matically dims your lights from the illumination of 
an oncoming car. But the photoelectric cell can also 
be very unfriendly. For what is erroneously called 
radar speed control on the highway is really an ac- 
complishment of photoelectric cells which inform 
the constable that you are hitting it up and require 
his personal attention. 

Commonplace today is the use of microwave and 
mobile radio equipment by superhighway personnel 
for communications, and the utilization of electronic 
checking, weighing, and recording on our modern toll 
highways; and even the installation of mobile radio 


in private automobiles which enables regular calls to’ 


be made through the telephone exchanges. 
Electronics will become indispensable to traffic 
control on the ground, as it already 
has for the air lanes. The first step 
is the use of signal lights which 
are turned on and off by approach- 
ing cars. Some of these are in the 
experimental phase, and they fore- 
shadow the time when the entire 
traffic signal system will be auto- 
matically operated in accordance 
with traffic density. We will see 
the time when there will be a 
central computing system which 
will sense the varying traffic densi- 
ties on streets and highways and 
will automatically change the sig- 
nal light’ cycles to facilitate the 
most efficient movement of traffic. 


To Tell the Car What To Do 


Farther in the future may be 
the control of automobiles indi- 
vidually, to increase highway safe- 
ty. There is a good deal of discus- 
sion as to the feasibility of design- 
ing a superhighway steering con- 
trol system. That would be a con- 
trol or indicating circuit on the 
highway to exert influence direct- 
ly on the automobiles traveling the 
highway—keeping them out of 
each other’s way. Another possi- 
bility may be the installation of 


ETCHING FOR INDUSTRY—Mass production of intricate ‘‘etched’” circuits for the 
electronics industry has been achieved through the introduction of efficient new 
assembly methods at Bendix Computer Division of Bendix Aviation, Los Angeles. An 
etched circuit is an electrical wiring scheme in which a thin line of copper is literally 
etched onto a flat piece of plastic material. Etched circuits can be turned out at least 
50% faster than hand-wired circuits, and are especially suited for television, telephone 
equipment and computer manufacture. 


collision-warning devices on the automobile. This 
would give an indication of cars ahead or behind you 
and might ultimately—although this is highly con- 
troversial—tell the automobile what to do even if 
the driver doesn’t respond. 

Whether or not you think these practical, you must 
remember that electronics operates on a very simple 
principle: There is a practical method today for 
sensing practically anything you want to sense, 
whether it is movement, light, temperature, pressure, 
humidity—practically anything but love. And when 
you have sensed a change in anything, it is equally 
practicable to set in motion a control or a motor or 
a light or a brake or a combination of devices to 
make the proper reaction. So the question is not 
whether the job can be done. It is essentially a ques- 
tion of whether it is socially and economically feas- 
ible to do it, or to pay the cost of arranging to have 
it done. 


PROGRESS WITH THE WEATHER 


If there is one thing that has historically been 
recorded as unpredictable and uncontrollable, it is 
the weather. But here, largely through electronic 
means, amazing progress is being made. For many 
years now, the basis of weather forecasting has been 
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the use of raysondes. These are balloon-carried radio 
transmitting sets which are being sent up at hun- 
dreds of points all over the world every hour, radio- 
ing back to central stations such data as temperature, 
barometric pressure and humidity at the various 
levels of the atmosphere. This data is then compiled 
and translated to give forecasters an accurate picture 
of the movement of air masses and their probable 
effect upon the weather. 

The effectiveness of such weather forecasting is 
now being greatly increased through the development 
of new automatic ground recording equipment and 
automatic computing of the raysonde signals. Until 
recently the problem has been that it was not possible 
to make use of all the information fast enough to 
make forecasts of maximum value. Here is just 
the kind of place where the new techniques of auto- 
matic recording and computing can do their best job. 


A Wind That "Howls Perpetually"’ 


We now realize that we have a lot more to learn 
about the atmosphere than we thought. As a recent 
writer put it: “The most recently discovered of the 
world’s important winds is a gigantic, elusive torrent 
of thin air that howls perpetually around the base 
of the stratosphere somewhere eight miles above the 
middle latitudes. It is shaped like a tapeworm, fol- 
lows the course of a shaken rope, and moves invisibly 
at a speed varying from 100 to 500 miles per hour.” 

The existence of this phenomenon—the jet stream 
—was first suspected by the navigators of the B-29 
bombers flying to Japan near the end of World War 
II. They encountered adverse west winds of more 
than 250 miles an hour, three times as fast as the 
average hurricane. They actually found themselves, 
on occasion, flying backwards at 40,000 feet in a 400 
mile-an-hour head wind. Pan America actually uses 
the jet stream in the winter months to fly nonstop 
from Tokyo to Hawaii, saving nearly eight hours, 
and eliminating a somewhat out-of-the-way stop at 
Wake Island. The jet stream has been clocked at 
490 miles an hour over Spokane and a jet bomber 
plane that gets up into it might make New York 
in two-and-a-half hours. We are going to know more 
about this and other high-altitude phenomena by the 
use of rockets and telemetering equipment which will 
give us data about the upper air that weather fore- 
casters dream of. . 

In the meantime, Texas can be proud of the leader- 
ship it has already shown in utilizing the possibilities 
of radar for precise tracking and warning of tor- 
nadoes. Many months ago when the reality of this 
opportunity was first grasped, Texas began the estab- 
lishment of a state-wide tornado warning service. 


More Automatic Weather Stations 


For a long time the weather experts have felt that 
their misses—which are not as frequent as you might 
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suppose—could be minimized if they had actual data 
from large areas of the globe that are uninhabited, 
and in fact uninhabitable. It is now clear that we 
can plug this gap, too, by the installation of auto- 
matic weather stations in more of these remote areas. 
Such stations would have, of course, automatic radio 
transmission equipment so that we would be receiv- 
ing regularly all of the desired data. One accomplish- 
ment that would make this plan fully effective would 
be the development of suitable atomic powered units 
which would make possible their performance, un- 
attended, over long periods of time. 


ELECTRONICS IN OTHER FIELDS 


I might highlight a few advances in the electronics 
field that are not directly associated with transpor- 
tation. One which I know will have special signifi- 
cance here is what we in our corporation refer to as 
the “electro-span.’ This is modern digital super- 
visory control—the commercial direct descendent of 
telemetering. 

For example, one of the first applications has been 
in the field of automatic, remote tank gauging, where 
it makes possible remote electrical measurement of 
liquid level. A telematic direct reading tank gauge 
has been combined with our digital data transmission 
equipment, resulting in a reliable, accurate and eco- 
nomical remote tank-gauging system. The operating 
cycle consists of three steps. First, the operator in- 
terrogates the tank by dialing the proper number. 
Second, the tank identifies itself, transmitting an 
accurate liquid level information to the receiver. 
And third, the information is received and displayed 
at a central location by dial indicator, lamp register, 
electric typewriter, or card punch machine. Through 
the use of proven multiplex methods and versatile 
switching circuits, a number of tank farms, each con- 
sisting of any number of tanks, may all be connected 
to and gauged from a single central control station. 
The principles, and in fact the equipment now in 
existance, permit electro-span to automatically per- 
form many functions such as switch-gear control, flue 
gas, smoke and smog control, remote weather obser- 
vation, oil, pipeline, and process control. 

One of the newest and most promising develop- 
ments combines what we call ultrasonics with elec- 
tronics. What can be accomplished by ultra-fre- 
quency sound waves is little short of astonishing. We 
can visualize continuous cleaning of the product in 
such industries as steel, wire, glass, and others by 
harnessing the effectiveness of these sound waves. 
Already in use are commercial ultrasonic cleaners 
which do an invaluable job of once and for all elimi- 
nating almost microscopic dust and lint from mini- 
ature bearings and small percision parts. The fields of 
usefulness in which this technique can and will be 
employed are almost endless. 

Another interesting processing aid in this general 
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electronic field is what we call the “ultra-viscoson,” 
which continuously senses even the most minute 
change in viscosity of a fluid. To take just one ex- 
ample, the ultra-viscoson now makes possible auto- 
matic maintenance of the proper mixture of ink in 
delicate gravure color printing. By means of a probe 
or a finger immersed in the ink reservoir—and 
“nerved” by ultrasonic energy equivalent to only one 
millionth the power of an average flashlight—this 
device automatically adds the correct amount of 
solvent to the ink to retain the proper color shade. 


"“MINIATURIZATION" 


A few moments ago I touched on the compactness 
we have achieved with electronic packaging for 
guided missile components. This depends largely upon 
what is known as “miniaturization,” a tremendously 
broad activity that is sweeping through the electronic 
field. One example might be a radio set for your car 
that fits the present horn button space. You won’t 
be using it quite yet because cost is still a problem. 

When you think of a radio set or other piece of 
electronic equipment you. probably visualize a veri- 
table spaghetti of wires with soldered connections. 
In the mounting panel of a new radio planned for Ford 
cars in 1956, the wiring is replaced by a printed cir- 
cuit. All the various circuits are deposited on a 
plastic base, either by etching or printing, completely 
eliminating the old familiar wires. It is also possible 
to print resistors and condensers. 

When you combine such printed circuits with “pea- 
nut” vacuum tubes or with transistors, which replace 
vacuum tubes, and with a whole range of miniatur- 
ized components, you can achieve the same or even 
greater performance in a fraction of the bulk for- 
merly thought necessary. 

An index to the speed with which progress is be- 
ing made in this field is the development recently of 
an almost fantastic production machine which is an 
automatic assembler of electronic components. So 
this great revolution in which electronics has already 
supplemented older technologies has arrived at the 
point where it is requiring its own varieties of pro- 
ducing equipment. They are highly intricate, and 
highly automatic and, we believe, capable of impor- 
tant cost-cutting efficiencies. 

I have only scratched the surface of transportation 
and electronics, but I think you will understand why 
we are in constant danger of being merely fascinated 
by the automatic or electrified by the electronic. An 
inference can be all too easily drawn from such a 
recounting of the accomplishments of electronics, 
that the value of the human factor is receding—that 
man is too slow, too whimsical, too prone to error to 
do what a gadget can do better. 

Such a conclusion is entirely false. When you 
think of a computer that may have 10,000 tubes, 
50,000 diodes and several hundred thousand electrical 


connections, remember that only one faulty connec- 
tion, or one tube imperfectly made or improperly in- 
spected, can impair its desired performance. You 
can understand why in the electronic field our great- 
est problem is reliability, which is only the result of 
the standard of effort that everyone puts into his job 
in the making of such magical mechanisms. 

So when we think of the magnificent record of our 
aircraft—both military and civilian—in safety and 
performance, with their countless instruments and - 
controls, we must pay tribute to the hundreds and 
thousands of men and women in companies all over 
this land who have created this standard of reliability. 

The history of this record is inspiring but there is 
no denying the tremendous acceleration that has had 
its origins in national defense requirements. Begin- 
ning in World War II, a wave of realization broke 
that the effectiveness of both the offensive and de- 
fensive phases of warfare could be almost frighten- 
ingly increased by subjecting it to concentrated sci- 
entific study, backed up by industrial know-how. 

An important factor in this was the recognition of 
the tremendous value of team play between industrial 
organizations, scientific laboratories and universities, 
and agencies of the government. It is impossible to 
describe the determination these days with which 
every possible source of light on a given problem is 
sought out. So many skills are required in the solv- 
ing of many of our most interesting technical prob- 
lems that no one company, one university, nor even 
the government, has all of them. The answer is to 
combine them, and this is what has been, and is being, 
done superlatively well. 


THE PROBLEM OF UNDERSTANDING 

I have intended to focus your attention on what I 
believe is a very simple truth. The newsstands are 
full of newspapers and magazines which make a 
profitable living out of telling millions of Americans 
about the new ingenious developments of our en- 
gineers. The public’s hunger for information about 
gadgets is insatiable. But our people, inside and out- 
side our factories, have as yet only a superficial, per- 
haps even a faulty understanding of the mechan- 
ism of American industry. They hardly stop to won- 
der how a company can make just a simple gyro. 
How much greater is their ignorance of the complex- 
ity of the American corporation which carries on, 
at the same time, hundreds of development programs 
while supplying standard products for which the 
need was long ago perceived. 

American industry has a feeling that with the help 
of today’s science and engineering it can solve almost 
any problem. But we still face the fundamental 
problem of explaining what it is and does—of mak- 
ing our industrial mechanism really understood to 
millions of Americans whose lives and future are 
bound up with its progress. 
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FINANCIAL NOTES 
AND FOOTNOTES 


SOME sixty-four-dollar questions now heard in the 
financial district: 


© How far will "good times," and possibly another "bub- 
ble on top of a boom,” spur the Federal Reserve authori- 
ties to go in the way of restrictive measures? 

Last time, it will be recalled, when general conditions 
led these officials to take such steps, they did not suffi- 
ciently consider the psychological factors involved, ac- 
cording to a later statement of chairman Martin. 


© How far are the divergent movements of bond and 
stock prices likely to go before investors will begin in ap- 
preciable numbers to move from the stock to the bond 
market? Varying spreads in yield between these two 
markets have been one of the major causes of more than 
one noteworthy price movement in the past few years. 


els the Federal Reserve particularly concerned with 
declining bond prices and rising bond yields as such? 
Or is it primarily concerned with other phases of the cur- 
rent situation, and merely prepared to accept side effects 
in the bond and closely related markets? 


e Are Federal Reserve officials more concerned with 
what is happening in the stock market than with the situ- 
ation in residential mortgages and consumer credit? They 
have not been saying much about these factors of late, but 
have again raised margin requirements? 

e Or are our money managers really concerned about 
any of these things? 


@ How far would they have to go, considering the 
present state of general psychology, to have any signifi- 
cant effect upon industry and trade? 


(And, incidentally, the Federal Reserve authorities 
must be asking themselves what would happen if they 
did manage to restrain business to the point of bring- 
ing unemployment and starting another recession 
scare.) 

Federal Reserve policy has left its mark upon the 


money market. Of that there can be no doubt. 


The bill rate (longest bills outstanding) was around 
1.03% at the first of last December. It was well above 
1.60% at the end of April. The change is being reflect- 
ed in corporate holdings of these obligations and prob- 
ably has an indirect influence in the rise in bank 
borrowings by sales finance companies. 
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The Treasury 314’s were yielding 2.74% at the be- 
ginning of December; by the end of April they stood 
at just about 2.90%. High-grade corporates brought 
only about 2.858% early in December; late in April 
the rate was 2.986% (Standard and Poor’s). 

Bankers’ acceptances, thirty-ninety days (moder- 
ate amounts of which the Federal Reserve has of late 
been buying), were being quoted late in April at 
154%-114%; as against 132%-114% early in De- 
cember. 

Commercial paper (three to six months) rose from 
1144%-152% in early December to 174%-222% late 
in April. 

Neither the translation of “active ease” into “ease” 
nor changes in margin requirements have had any 
corresponding effect in the stock market. On the 
contrary, stocks have with relatively minor setbacks 
continued on their upward course. 

Standard and Poor’s index of stock prices (ninety 
stocks) was 269.9 early in December; at near the end 
of April it stood at 299.3. On January 3, 1955, the day 
before margin requirements were raised to 60%, the 
index stood at 291.8%. Yields are going up on the 
bond market, but are still falling in the stock market. 

Public authorities have of late been giving some 
outward manifestation of uncertainty about the mort- 
gage market, but steps taken so far must mainly rely 
upon psychological effect. 


Freperick W. JONES 
Division of Business Economics 


New Canadian Data on Business Trends 


Two recent publications of the Dominion Bureau of 
Statistics, Ottawa, give some valuable new information on 
Canadian business trends. The appearance of Quarterly 
Corporation Profits, 1950-1954, imitiates regular quarterly 
estimates of financial data of Canadian corporations. “The 
Labour Force, November, 1945-January, 1955,” is an up- 
to-date revision of previous estimates. Both publications 
include a short description of the methods and limitations 
of the sampling procedures employed. 

The data on corporation profits include total sales, net 
earnings, profits before and after taxes, by principal indus- 
tries, and intercorporate dividends. While the Bureau ex- 
pects to improve the accuracy of these estimates in time, 
the figures now provide a valid indication of trends, show- 
ing among other things: (1) that corporate profits were 
highest after taxes in 1950 and before taxes in 1951; (2) 
that sales and depreciation for most groups increased in 
1952-1953, depreciation increasing further in 1954; and (3) 
that the ratio of profits to sales for most groups conse- 
quently declined after 1951. 

The new labor force survey presents, for the first time, 
consistent data covering virtually the entire country and 
incorporating certain revisions based on information ob- 
tained in the 1951 census. It analyzes the employment 
status of the civilian labor force on a national and re- 
gional basis, showing industrial and occupational classifi- 
cations. 


100 TOP TRADE COMPANIES IN 1943 AND 1953 


1943 Sales 


Rank $ Thousand 


1 1,310,755 Great Atlantic & Pacific Tea Co..... 
2 852,597 Sears, Roebuckand Co............. 
3 595,933 Montgomery Ward &Co........... 
4 588,834 Safeway Stores, Inc................ 
5: 489.8979 JC: Penney Cov. Gees arcane oe 
6 439,009 F.W. Woolworth Co............... 
7 422,428 Kroger Grocery & Baking Co!....... 
8 256,902 Anderson, Clayton &Co........... 
9 212,082 American Stores Co............... 
10 206,040 S.S.KresgeCo................... 
11 203,719 Allied Stores Corp................. 
12 167,919 The May Department Stores Co... 
18° 166,760 R.H. Macy:& Co. s.tj. dese ease 
14 164,924 First National Stores, Inc.......... 
15 164,318 Gimbel Brothers, Inc.............. 
16% 164,097 -W. T. Grant: Co? 4s ee 
17 155,831 Federated Department Stores, Inc.. 
18 150,046 Graybar Electric Co............... 
19 138,913 United Drug, Inc.?................ 
20 134,923 Marshall Field & Co.............. 
21 131,386 American News Co...............-- 
@2 194.029 °S.H. Kress-& Col! 2.5 0..5252 00. 
93 5:1291,017 F Butler!Brothers.425. 2ehee -eseneee 
9A 112.2049; Walgreen: Cone a.ah ee eae 
25 111,507 Pacific Gamble Robinson Co....... 
26 92,366 Associated Dry Goods Corp........ 
QT 91,795, National Tea Con <a. sae: stamens 
28 91,029 J.J. Newberry Co................ 
29 90,901 Colonial Stores, Inc............... 
30 82,078 G.C. Murphy Co................. 
$1 75,606 Lerner Stores Corp..............-. 
32 72,055 Ely & Walker Dry Goods Co....... 
33 70,222 Reeves Brothers, Inc.............. 
34 675899" "City ‘Stores’ Come aoe ose tee 
35 67,351 McCrory Stores Corp...-........- 
36 66,229 H.L. Green Co. Inc: ..... 2.252... 
37 64,235 National Department Stores Corp... 
38 64,230 United Cigar-Whelan Stores Corp.. . 
39 60,241 Goldblatt Bros., Inc............... 
40 57,851 Southern States Cooperative, Inc... 
41 53,094 Jewel Tea Co., Inc................ 
42 51,564 Melville Shoe Corp................ 
43, 50,278 Mercantile Stores Co., Inc......... 
44 48,835 H.C. Bohack Co., Inc............. 
45 46,937 Rice-Stix Dry Goods Co........... 
46 46,206 Western Auto Supply Co. (Mo.)... 
47 45.687 > Bullock's Ine. 939s. fo saree 
48 45,594 Bond Stores, Inc............0...-- 
49 43,898 Grand Union Co.................. 
50 43,594 Emporium Capwell Co............ 
51 42,612 Marshall-Wells Co................ 
52 42,189 Food Fair Stores, Inc.............. 
53 41,545 Interstate Department Stores, Inc. . 
54 AG DAG Hecht: Cotes so eine ct ceric 
55 39,776 Edison Brothers Stores, Inc........ 
56 37,665 McLellan Stores Co............... 
57 37,657 Carson Pirie Scott & Co........... 
58 37,333 Neisner Brothers, Inc............. 
59 36,574 Chicago Mail Order Co.3........... 
60 36,490 Wieboldt Stores, Inc.............. 
61 36,399 Gamble-Skogmo, Inc.............. 


1953 Sales 


8 Thousand Rank 


53,867 
233,227 
104,787 
108,684 

73,994 

63,958 

99,926 

96,442 
243,674 
108,871 
130,883 
128,703 

54,704 
178,231 
118,692 

86,197 
201,793 

73,043 

89,389 
348,215 

63,866 

98,467 

81,634 

60,673 

76,908 

66,743 

92,443 

59,985 
129,938 
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1943 Sales 


Rank 8% Thousand 


1958 Sales 
$ Thousand Rank 


62 35,556 Kaufmann Department Stores, Inc.‘ eee nye 
63 35,259 Sprague Warner-Kenny Corp.5.... 230,676 24 
64 34,850 Fisher Brothers Co.............. 84,848 58 
65 34,758 Peoples Drug Stores, Inc.......... 54,523 85 
66 $2,057. Lane Bryant; Ines: 456. ee aes 61,852 75 
67 30,510 R.C. Williams & Co............. 13,558 ... 
68 29,613 Economy Grocery Stores Corp... . 79,651 61 
69 29,533 Diamond Shoe Corp.’............ 48,210 94 
70 28,120 Meier & Frank Co., Inc.......... 43,393... 
71 27 828 iisplegel,, LC neste) tae ere 134,082 39 
72 26,782 Joseph Horne Co................ 59,803 81 
73 26,148 Woodward & Lothrop............ 47,491 97 
Th 25,899 Broadway Department Store, Inc.2. 102,974 50 
75 95:672' 4 Best:& Co. ia ieee ee. RES 35,511 ti 
716 25,509 Austin, Nichols & Co., Inc........ 36,859... 
ber 25,013 Stix, Baer & Fuller Co............ 48,778 90 
78 24,752 Halle Brothers Co............... 43,061 .. 
79 24. 511.- Higbee Cos akes oscil. seer ee 47,391 98 
80 24,437 G.R. Kinney Co., Inc............ 44,436 .. 
81 24,215 Scruggs-Vandervoort-Barney, Inc. . 58,173 82 
82 23,630 Red Owl Stores, Inc.............. 106,787 48 
83 22,901 Richman Brothers Co............ 30,214... 
84 99 4S a The Pain :c tone a. eein imi cee 38,732 ze 
85 22,629 Mandel Brothers, Inc............ 30,702... 
86 22,177 Hale Brothers Stores, Inc.?........ Bs ca x 
87 21,835 Hearn Department Stores......... 19,874 .. 
88 21,672 Albers Super Markets, Inc........ 80,762 60 
89 21,585 Seeman Brothers................. 28,978... 
90 21,492 Thrifty Drug Stores Co., Inc..... 60,571 79 
91 21,149 Southwestern Drug Co........... ST ALT ae 
92 21.078. ¢Rich:a,[ne: ece neat shane be 56,584 83 
93 20,684 Mangel Stores Corp.............. 28,491... 
94 20,343 Western Department Stores....... 31,285 .. 
95 20,097 J. Weingarten, Inc............... 69,600 68 
96 20,015 Carpenter Paper Co.. 42 ery eee: 66,567 70 
97 20,010 Davidson Brothers, Inc. is haat Boeke 61,261 76 
98 19,887; -D>A. Schulte, Ine. eh 17,753 an 

99 19,796 Consolidated Retail Stores, Inc.... 28,131 

100 19,361 Zion’s Cooperative Mercantile Inst. 22,778 

COMPANIES ON 1953 LIST BUT NOT ON 1943 LIST 

19,320 Shoe Corporation of America™..... 70,078 67 
18,779 Dixie-Home Stores............... 65,603 71 
17,840 Grayson-Robinson Stores, Inc."... 96,538 53 
16,867 Brunswig Drug Co............... 48,112 96 
16,565 Penn Fruit Co., Inc.............: 76,912 62 
12,976 Younker Brothers, Inc............ 48,692 91 
12,500 Central Steel & Wire Co.......... 50,872 88 
11,808 Super Valu Stores, Inc.¥.......... 76,056 64 
11,433 Thorofare Markets, Inc.¥......... 47,264 99 
10,905 Fleming Company, Inc........... 62,475 74 
10,870 Fitzsimmons Stores, Ltd.......... 48,391 93 
8,518 Market Basket.................. 50,983 87 
8,518 American Factors, Ltd........... 46,573 100 
6,938: + Cook: Goffee'\Co.n"..:. seks. . see 48,647 92 
n.a. Winn & Lovett Grocery Co....... 228,045 25 
miatn) JLoblaw2dnGien s.r a ee 166,479 35 
n.a. Mayfair Markets................ 60,578 78 
n.a. Blue Moon Foods, Inc............ 49,531 89 

n.a. Shopping Bag Food Stores........ 48,161 


1Known as The Kroger Company in 1953. 
2Known as Rexall] Drug, Inc., in 1953, 
*Known as Aldens, Inc., in 1953. 


‘Since 1943, business acquired by May Department Stores. 


5Known as Consolidated Foods Corporation in 1953, 
Known as Stop & Shop, Inc., in 1953. 
TKnown as A. S. Beck Shoe Corporation in 1958. 


bbe chan; change to Broadway-Hale Stores when former affiliate, Hale Bros. Stores, 


ie ae dissolved. See footnote 8, 

10Known as Schiff Co. in 1943. 

11Known as Grayson Shops, Inc., in 1943. 

2Known as ag 8 . ewell Company i in 1943. 

Known as P. H. Butler Company in 1943. 

Sources: Annual report of the companies, and Moody’s “Industrials.” 
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corporations in 1943 totaled $10.6 billion. By 

1953, total sales of the one-hundred largest (not 
identical with the 1943 listing) reached $26.5 billion 
—an increase of 150%. During these same ten years, 
all retail and wholesale sales in the United States 
increased by about 155%. 

Retail corporations accounted for about the same 
number in both years (eighty-three in 1953 against 
eighty-four in 1943) and also for the same proportion 
of total sales (89% and 90%, respectively). Corpora- 
tions engaged in wholesale trade made up the re- 
mainder. 

Eighty-one corporations on the 1943 list survived 
to make the 1953 list. The changes consisted largely 
of food chains displacing department and specialty 
stores. Although thirteen department and specialty 
stores were displaced, two not on in 1943, made the 
grade in 1953, resulting in a net drop of eleven. 
Four wholesalers and jobbers were pushed off the list 
since 1943, but five others made the list. 

Sales of the retail corporations on the list in each 
of the two years accounted for about the same per- 


T conor sales of the one-hundred largest trade 


DISTRIBUTION OF ONE-HUNDRED LARGEST TRADE CORPORATIONS 
IN 1943 AND 1953 


Net Sales Net Sales 


$ Million | O°, 


of Total 

Department and 
specialty stores. 2,716.8 | 25.7 
Mail order...... 1,512.9 | 14.3 
Food chains..... 3,199.6 | 30.2 
Other chains... . 1,934.2 | 18.3 

Wholesalers and 
jobbers.:...... 1,214.5 | 11.5 
Totals ote 26,546.9°1100.0 10,578.0 1100.0 


Source: Tor Conrmrence Boarp 


DISTRIBUTION OF THE TRADE CORPORATIONS WHICH APPEAR 
ON BOTH LISTS 


1953 Sales 1943 Sales 
Type 
$ Million Asia 
of Total 

Department and spe- 
cialty stores......... 2,410.2 | 23.8 
Mail order............. 1,512.9 | 14.9 
Food chains........... 3,199.6 | 31.6 
Other chains........... 1,889.9 | 18.7 
Wholesalers and jobbers. 1,115.8 | 11.0 
PT Otalee scat aeye ice 3s 25,156.8 |100.0 | 10,128.4 {100.0 


Source: THz ConFERENCE BoarpD 
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centage of all retail sales in the United States—about 
14.5% in 1943 and 14.0% in 1953. 

The accompanying list shows the ranking of the 
one-hundred largest trade corporations in 1943.1 In 
addition, companies not on the 1943 list but on the 
1953 list are shown, not, however, in order of sales. 

There are many shifts in the ranking of the eighty- 
one companies listed in both years. Again, the most 
notable changes were in the department-store and 
food-chain groups. Of the thirteen corporations 
jumping fifteen or more places in rank, seven were 
food chains; department stores and wholesalers had 
two each, and other chains and mail order, one each. 
Sprague Warner-Kenny Corporation (now known 
as Consolidated Foods Corporation), Food Fair 
Stores, and Spiegel, Inc., rose more than thirty places 
each. Among the thirteen organizations falling in 
rank by fifteen or more places are six department 
and specialty stores, three wholesalers and jobbers, 
and four chains other than food. 

The food chains in 1943 accounted for 30.2% 
of the combined sales ($10.6 billion) of all the com- 
panies on the list. Department stores followed with 
25.7%. Chains other than food, the mail-order houses 
and the wholesalers and jobbers contributed 18.3%, 
14.3%, and 11.5%, respectively, to the total. In 1953, 
the food chains, then eleven greater in number, had 
40.7% of the sales total. With eleven fewer compan- 
ies on the list, the department and specialty stores 
had 20.8% of the sales. 

An additional table compares 1943 and 1953 sales 
data for the eighty-one trade corporations which ap- 
pear on both lists. Nineteen of these companies 
had sales increases of more than 200%. Food Fair 
led with 725%, followed by Consolidated Foods with 
554%, and National Tea’s 404%. Of the companies 
added to the list in 1953, Cook Coffee Company, Su- 
per Valu Stores, and Market Basket were the leaders, 
with increases of 601%, 544%, and 499%. 

As mentioned in earlier reports, several large com- 
panies do not publish financial reports and others 
withhold sales data, so these could not be considered 
in the selection of the one-hundred largest.—A. R. B. 


1A list of the one-hundred largest trade corporations in 1953 was 
shown in The Business Record for October, 1954. 


CORPORATIONS ADDED TO AND DROPPED FROM LIST BETWEEN 
1943 AND 1953 


Type oe 

ay Fe 
Department and specialty stores............... 
Miatliorder: 5! %%..). si teectoehe chee sekancon aye 
Food ‘chains, .d..10.. sais: dag, sbrtciee caer eae a 


Other chiains.c-.cpe creme atios Sesor see ae oe 
Wholesalers and jobbers................+.005- 


Going Up: Agricultural Productivity and Output; Coming Down: Total Man Hours 
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MORE FOOD FROM FEWER WORKERS 


agricultural techniques has produced striking 

gains in the productivity of the nation’s farms. 
In less than one generation, agricultural output has 
been raised 50%, while the number of farm workers 
and the man-hours of labor expended on farm work 
have each declined by a third. Today, a farm worker 
produces enough food and fiber to support eighteen 
persons, in contrast to only ten in 1935. 

Among the developments which have made pos- 
sible this dramatic increase in output with a smaller 
agricultural labor force are more widespread and 
intensive use of machinery, greater use of fertilizer, 
superior plants and seeds, and improved livestock 
practices resulting from scientific developments in 
breeding, feeding, and disease control. 

Each of these factors has had the net effect of 
reducing labor requirements in agriculture—either 
directly, by cutting man-hour requirements per acre 
or unit of livestock; or indirectly, by increasing yields 


Se THE mid-1930’s, a quiet revolution in 
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per acre or unit of livestock. The mechanization of 
farms, for example, has directly reduced man-hours 
per acre by substituting tractors and implements for 
farm labor. Many other factors, such as disease 
control, selective breeding, and improved diet for 
livestock, may have increased labor requirements 
somewhat, but they have also produced such higher 
yields that output per man-hour was increased.! 
During the quarter of a century leading up to the 


1Man-hours used throughout this article are man-equivalent hours 
which are defined by the Production Economics Research Branch of 
the Department of Agriculture, by whom they are estimated, as 
follows: ‘Time used by average adult male workers in performing 
farm jobs.” A sizable portion of farm work is done by women, 
children, and older farm workers whose output per hour is often 
below that of an average adult male worker. Hence, the total of 
man-equivalent hours is somewhat smaller than the total of actual 
hours spent in farming. 

While agricultural productivity is expressed here as the conven- 
tional ratio of output to man-hours, it is evident that a lot more than 
the input of the farm worker is. reflected in figures on agricultural 
productivity. Technological improvements and capital investment, 
such as those referred to above, were the dynamic force making for 
increased productivity of the farm labor force. 
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mid-1930’s, productivity in agriculture advanced 
fairly regularly, but at a snail’s pace compared with 
the giant steps it has taken since then. From 1910 
to 1930, total man-hours of farm labor increased 
slightly, despite a slow decline in farm population. 
Total farm output increased at a somewhat greater 
rate, yielding modest gains in agricultural produc- 
tivity (see chart). 

In the depression years of the early 1930’s, the 
trend of migration toward the cities was reversed, 
and farm population rose while farm production de- 
clined fairly sharply. This meant that substantially 
reduced agricultural output had to support a larger 
farm population. During these years, there was 
widespread overemployment in agriculture, since 
there were more workers on farms than could effec- 
tively be employed. By 1935, output per man-hour in 
farming was only 30% above 1910, an annual rate 
of improvement of 1%. 


IT BEGAN IN THE THIRTIES 


Toward the late Thirties, fundamental changes in 
the farm sector began to appear. They were to con- 
tinue throughout the war and postwar years. Be- 
tween 1935-1953, the annual rate of increase in agri- 
cultural productivity shot up to four times that of 
the quarter-decade before 1935. And by 1953, farm 
output per man-hour was 125% above 1935. 

Heavy demands for agricultural products during 
and after the war, combined with a scarcity of farm 
labor, provided a strong impetus to the spread of 
the new techniques and methods that emerged in the 
late Thirties. These developments are reflected in 
statistics on farm mechanization and fertilizer con- 
sumption. 

The number of tractors on farms increased from 
about 1 million in 1935 to 4.4 million in 1954. There 
were virtually no motor trucks on farms in 1910, 
fewer than a million in 1935, and 2.6 million today. 

With the trend towards increased mechanization, 
the value of machinery and motor vehicles, as a pro- 
portion of the value of all farm property, increased 
from 5.7% in 1935 to 13.6% in 1954. Reflecting the 
displacement of horses (and mules) by mechanical 
horsepower, the value of draft animals dropped from 
3.6% to 0.2% of the value of all farm property. 

Paralleling the trend towards mechanization on 
the farm was increased recognition of the importance 
of fertilizers in expanding crop yields. From con- 
sumption of 844,000 tons in 1910, the use of fertilizer 
expanded to 1,153,000 tons in 1935, and to about 
5,400,000 tons in recent years. 

Although virtually every sector of agriculture 
has participated in the improvement in output per 
man-hour over the past three decades, there are con- 
siderable differences among agricultural products and 
geographic regions in the extent of gains. For ex- 
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ample, bushels of rice produced per man-hour has 
risen 350% since the early 1920’s, while pounds of 
hogs (liveweight) per man-hour has gone up only 
21%. Also, farm output per man-hour in the West 
South Central region has increased 161%, but only 
98% in the East South Central region. Obviously, a 
multitude of factors, including variations in topog- 
raphy, adaptability to mechanization, and relative 
prices of labor, account for the wide range in pro- 
ductivity gains realized in the production of the 
various crops in various parts of the country. 


BIG RISES IN THE BIG TWO 


The most dramatic increases in output per man- 
hour have occurred in rice, corn, and wheat (see 
chart). Since corn and wheat are major components 
of the farm production index, they have contributed 
heavily to the increased output per man-hour for 
agriculture as a whole. Rice, a relatively minor crop, 
has had a lesser effect upon the total farm produc- 
tivity index. 

Mechanization has been an important factor in 


A Generation’s Gains in Agricultural Productivity 
350 RICE 
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Source: Department of Agriculture 
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raising productivity for both corn and wheat. The 
mechanical picker reduced the number of man-hours 
per acre in corn harvesting, and the combine mate- 
rially curtailed work time in the harvesting of wheat 
and other small grains. 

Improved seeds also exerted a strong influence 
upon output per man-hour by increasing yields per 
acre for both crops. Development of the hybrid seed 
played a leading role in raising corn yield per acre. 
A stronger variety than those previously used, hybrid 
corn is better able to withstand inclement weather 
and is more resistant to disease and destruction by 
insects. The mechanical picker also operates more 
efficiently on it. The expanded use of rust-resistant 
wheat contributed to greater yields of this grain, but 
not so heavily as did the hybrid seed to corn yields. 

As a result of these improvements, the average 
yield per acre of corn rose 40% between 1920-1924 
and 1950-1953, and the average yield of wheat rose 
25%. The direct effect of mechanization and the 
indirect effect of improved yields boosted the output 
per man-hour of corn and wheat more than 250%. 


Today, one man-hour can yield 2.9 bushels of corn, 


compared with .8 bushel thirty years ago. Similarly, 
one man-hour can yield 3.9 bushels of wheat, com- 
pared with 1.1 bushels a generation ago. 

Although long-run comparisons show similar re- 
sults for corn and wheat, the pattern of productivity 
gains for the two crops shows somewhat different 
trends over the past three decades. During the inter- 
war period, gains in wheat output per man-hour were 
greater than in corn. But corn farming has made 
greater advances since the outbreak of World War II. 
The incentive for increased corn yields came from an 
expanding demand for corn to feed the increasing 
numbers of livestock being produced. Demand for 
wheat did not rise so sharply in recent years. 


SOME COTTON GAINS 


Gains in cotton productivity, another crop which 
is a major component of total farm output, have also 
been substantial. Since 1920-1924, output per man- 
hour has risen by about 150%. This increase is proba- 
bly due more to the introduction of better varieties 
of cotton than to mechanization. 

The spread of single variety “communities” has 
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made possible the production of better-quality cot- 
ton in large uniform lots. Under previous methods, 
varieties of cotton were often planted in fields situated 
side by side, and cross pollination of good and in- 
ferior varieties tended to lower the general level of 
the crop. Reflecting the great importance of im- 
proved cotton strains and seeding methods, yields 
per acre have risen about 85% since 1920-1924. 

On the other hand, the prevalence of small, low- 
income farms in southern cotton regions has retarded 
the spread of machine methods. And since labor has 
been more plentiful and less costly in the South than 
in other sections of the country, the impetus to mech- 
anize has not been quite so strong. As a result, man- 
hours per acre in cotton farming have fallen only 
27% since the early Twenties. 

Among other farm products whose productivity 
gains have been relatively small since 1920-1924 
are beef cattle, hogs, chickens, eggs, and milk. All of 
these have relatively heavy labor requirements but 
do not lend themselves so readily as other farm 
products to mechanization. 

Increases in output per man-hour for most live- 
stock enterprises have stemmed principally from 
better feeding, improved disease control, and breed- 
ing of superior strains, rather than from mechaniza- 
tion. The only livestock enterprise where expanded 
productivity can be attributed largely to the intro- 
duction of machinery is dairying. Milking machines 
were uncommon in the early Twenties, but today 
there are about 715,000 farms so equipped. 

Tobacco is another product for which the increase 
in output per man-hour since the early 1920’s has 
lagged far behind other crops. Tobacco growing does 
not lend itself readily to machine methods. And, as 
in the case of southern cotton, an ample supply of 
labor and relatively low wages discourage costly 
mechanization. As a result, hand labor still pre- 
dominates. Improvements in varieties of tobacco 
have expanded the yield per acre by two thirds over 
the past three decades, but man-hours per acre have 
increased by one third. Hence, the expanded yields 
were partially offset by greater labor requirements 
per acre. 


SOME REGIONAL DIFFERENCES 


Regional differences in productivity trends reflect 
intrinsic differences among geographic areas as well 
as differences in productivity among their respective 
crops. Productivity can vary considerably from one 
section of the country to another in the output of 
a given crop. For example, wheat production aver- 
aged 2.5 bushels per man-hour for the country as 
a whole during 1943-1945. It was as high as 3.9 
bushels per man-hour in the West South Central, 
Mountain and West North Central states, and as low 
as 1 bushel per man-hour in the South Atlantic and 
East South Central states. 
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The range among different sections of the country 
was even more pronounced in the case of corn. In 
1943-1945, output of corn per man-hour averaged 
about 1.3 bushels for the country. However, it was 
as high as 2.4 bushels in the West North Central 
states and as meager as 0.5 bushel in the South 
Atlantic states. 

These regional differences are the result of many 
influences, including topography and its influence on 
mechanization, relative prices of labor, quality of 
soil, and size of farm proprietors’ incomes. 

In general, the western section of the country 
has increased its output per man-hour more sharply 
than the eastern (see chart). Regions which have 
experienced the greatest increases in productivity 
since the early 1920’s are the West South Central, 
East North Central, West North Central, and Moun- 
tain. The importance of grains in these sections has 
contributed substantially to the large productivity 
gains. A high proportion of the farms in these areas 
are large-scale farms, with relatively level land, which 
make mechanization practicable. The relative scarcity 
of labor in these regions has also provided a strong 
incentive for mechanization. 

Changes in the product may have also affected re- 
gional productivity measures. In the South Atlantic 
and East South Central regions, where cotton and 
tobacco are the main crops, productivity gains were 
comparatively low. But in the West South Central 
states, a decline in the importance of cotton, counter- 
balanced by a rise in the importance of wheat, helped 
raise the productivity index for the region. 


Sumury S. Horrman 
Division of Business Economics 


Business Bookshelf 


Private Investments Abroad—A survey of United States 
private investments abroad. It treats of the growth, the 
impact of taxation, and the relationship of international 
economics and our foreign economic policy to such invest- 
ments. Charles R. Carroll. American Enterprise Associa- 
tion, Inc., New York and Washington, 1954. $1.00. 


Essays in Public Finances and Fiscal Policy—A collection 
of essays treating of the theoretical and practical aspects, 
as well as the limitations, of public finances and fiscal poli- 
cies in stabilizing economic activity, maintaining full 
employment, and attaining mobilization readiness. Ger- 
hard Colm, Oxford University Press, New York, 19565. 
$4.75. 


Operating Results of Department and Specialty Stores 
in 1953—The thirty-fourth annual report on depart- 
ment store margins, expenses, and profits represents a 
transitional stage because the basic expense classifications 
are undergoing revision. Malcolm P. McNair, Division 
of Research, Harvard Business School, Boston, Massa- 
chusetts, 1954. $4.00. 


CANADIAN BUDGET PLANS FOR GROWTH 


Reductions of two percentage points in personal 
income-tax rates, effective July 1, 1955, relieve the 
majority of individual taxpayers to the extent of about 
10% to 13%. The standard rate on corporations is 
also reduced by two percentage points to 47%, effec- 
tive January 1, 1955. Effective immediately, the 
special excise tax on automobiles (which is added to 
the regular 10% sales tax) is reduced from 15% to 
10%, and the special excise of 10% on tires and tubes 
is repealed. These reductions, costing $148 million 
this year and $207 million in a full year, are expected 
to create a deficit of $160 million in 1955-1956 on 
expenditures of $4,362 million. 


NDER CONSTITUTIONAL procedure in 
Canada, when the federal budget is presented 
to Parliament a sufficient majority is antici- 

pated to enact its tax provisions. Submitted in the 
form of proposals by the Minister of Finance, it has 
the effect of a firm announcement. On April 5 the 
Minister told Canadian taxpayers where they stood 
for the fiscal year ending March 31, 1956, and en- 
couraged a longer view of the future. 

Following normal lines, this year’s budget disclosed 
the official thinking about the state of the nation on 
which the government’s tax policy is based, summar- 
ized the government accounts for the fiscal years ended 
and in prospect, announced new tax rates, and gave 
notice of amendments in tax legislation. It concluded 
with the news that a Royal Commission will be ap- 
pointed “with instructions to look ahead and examine 
carefully our economic prospects.” 


PURPOSE OF TAX CUTS 


Apart from the annual crop of statutory amend- 
ments to the income tax act which follow the budget 
by about two months, the fiscal scene is now set for 
the year ahead. Its main features are a moderate 
deficit deliberately incurred through thin-spread tax 
reductions, which are expected to be recouped a year 
later from the proceeds of business recovery. 


An Interim Deficit 


If the reductions are less than some were hoping for, 
they are more than many expected. As March 81 ap- 
proached, it was clear that last year’s recession would 
produce a deficit for 1954-1955, the first in eight years, 
now estimated at $194 million. A succession of sur- 


pluses in preceding years, to the extent of retiring 
nearly 15% of the net public debt outstanding in 
1947, has been regarded by many Canadian taxpayers 
as an excessive demonstration of “cyclical budgeting” 
on the upswing, but it has also shown the effect of 
a highly geared tax structure. Approaching the first 
budget in a downswing, speculation has therefore 
hung between hopes that this record of fiscal virtue 
would now permit the reverse treatment of tax re- 
duction, and fears that loss of revenue would leave 
no room for it. 


The budget meets this dilemma with cautious op- 
timism, by-passing the awkward issue of a “com- 
pensatory deficit” in favor of longer-term expectations. 
The estimates for 1955-1956 assume that Canada’s 
gross national product, which was $24.0 billion in 
1954 and $24.4 billion in 1953, will reach $25.25 billion 
in 1955. On this assumption there would be no ap- 
preciable deficit this year if taxes were unchanged. 
The announced reductions, however, put tax rates 
at a point where this year’s resulting deficit will dis- 
appear when gross national product reaches $26 
billion. The Minister expects that this level of 
activity will, in fact, be reached before March 31, 
1956. He is therefore allowing an interim deficit in 
order to anticipate this situation. The present tax 
relief is itself calculated to encourage it. 


BUDGETING FOR GROWTH 


The tax load is thus adjusted to Canada’s normal 
rate of growth as the government sees it. On this 
reasoning, last year was one of temporary setback, 
owing to crop failure in the West and the effect on 
Canadian business of recession in the United States. 
But the basic strength of the Canadian economy was 
not in question. “If it were possible,” said the Minister, 
“to pick up this slack and at the same time add a 
normal rate of growth, we would have a gross national 
product in 1955 of a little more than $26 billion.” 
While this rate of recovery is out of the question, the 
assumption underlying the budget is that two years 
will do it. 

The following factors are presented to support this 
view. Prospects for export trade to the United States, 
Western Europe and Commonwealth countries are 
favorable; total construction for 1955 is forecast at 
6% above 1954; new investment for development of 
natural resources is going on apace; normal grain crops 
can be expected this year; and consumer demand 
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should increase further. The Minister of Finance 
adds the government’s assurance that fiscal and mone- 
tary policy will continue to be directed to encourage- 
ment of investment and employment. He sums up all 
these factors in his estimate that gross national pro- 
duction in 1955 will exceed 1954 by 5% or 6%. 


NO CHANGE IN TARIFF POLICY 


Tariff revisions in this budget represent no change 
of general policy: “Many of them are essentially 
formal; they serve to bring the wording of individual 
tariff items into line with changing trade practices 
and changing technology. Others make permanent 
certain temporary reductions on materials imported 
for use in Canadian manufacturing. . . . Still others 
provide for new tariff reductions.” The government’s 
trade policy—encouragement of Canada’s export trade 
through access of foreign customers to Canadian 
markets and dollar earnings—is firmly reiterated. 


STUDY OF GROWTH PROSPECTS 


For interested readers in the United States, the 
Minister’s account of the intended function of the 
proposed Royal Commission deserves direct quota- 
tion: 


“The sort of study we have in mind would in- 
clude probable developments both in our productive 
capacities and in our external markets. It would 
include an examination of our population growth 
in both its regional and age distribution aspects. It 
would assemble information and speculate thought- 
fully about the magnitude and nature of our future 
requirements for the great variety of physical 
amenities which contribute to a steadily rising level 
of well being... . 

“What would emerge from the work of such a 
Royal Commission? Not a detailed blueprint of 
the Canadian economy thirty years hence; that 
would be impossible. Nor a long series of detailed 
policy recommendations—governments cannot ab- 
dicate their functions to Royal Commissions. 


“T think the work of this Royal Commission will 
do several things. It will focus public attention, 
here and abroad, in a rather specific and detailed 
way, on our prospects. It will gather together the 
considerable amount of material already in exist- 
ence, but scattered in many different places, that 
throws light on these problems. It will also promote 
and stimulate studies to fill the many gaps in es- 
sential factual material. It will sharpen our under- 
standing of some of the problems we face, and will 
provide useful guides to governments and business- 
men, and to leaders in all walks of life, in making 
plans and policies for the future. 


1For independent and fuller discussion of Canadian business 
trends, see reviews in The Business Record for January and April, 1955. 
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“This will be no short-run undertaking. The 
Commission will probably take many months to 
complete its report. But in the light of such a 
report on our economic prospects, and the further 
and continuing studies it will inspire, we shall all 
of us be better able to review our current policies, 
revise or modify those which may have served us 
well in the past, but may not be so well adapted 
to the coming decades, and press forward those 
which seem likely best to serve our future.” 


Appointment of the Commission is expected to 
follow conclusion of debate on the budget resolu- 
tions. 

Montreatn Dovcias 
Director, Canadian Office 


Business Forecasts 


(Continued from page 163) 


caused an increasing number of business firms‘to carry out 
systematic long-range capital expenditure plans.” 


Steel 


Steel (March 28)—“This year’s output of steel for ingots 
and castings should approximate 105.6 million net tons, the 
second highest yearly outturn. Record was 111.6 million 
tons in 1953. 

“A 105.6-million-ton output would be equal to 83.9% of 
capacity of 125.8 million tons... . 

“High steel consumption and inventory rebuilding will con- 
tinue through most of the second quarter. The quarter is 
already booked heavily. The production rate will hover 
around 95% of capacity to make it the biggest quarter of 
the year....A seasonal decline should set in by late June... . 

“Seasonal lethargy will be most pronounced in mid-August 
when ingot output will be at the year’s low point of 75% of 
capacity. . . . Buying may lag behind consumption... . . 
Production trend will be down in the first half of this quarter 
[third], up in the last half... . 

“The uptrend will continue in the fourth quarter to a peak 
of 85% of capacity. The spark will be production of new- 
model autos. Steel output will slow down for the year-end 
holidays. Steel consumption and output will equal one another 
this quarter. The quarter’s production will average 80% of 
capacity and total 25.2 million tons.” 

The Journal of Commerce (April 18)—‘“The steel industry’s 
prospects for third-quarter business this year is definitely 
improving. 

“Little now is heard of earlier predictions that the third 
quarter would prove the worst of 1955... . 

“Altogether, the year looms as one of great prosperity for 
the steel industry. Operations for the first quarter were at 
an average rate of 88%, a level at which the integrated pro- 
ducers will have highly satisfactory profits. 

“The operating rate for the second quarter may prove to 
be better than that, with current operations around the 95% 
level. . . 2” 


Executives in 


Survey of Business Practices 
report on: 


INTERNAL AUDITING PROCEDURES 


lished in six out of ten of the 151 manufacturing 

companies cooperating in this month’s survey of 
business practices. In addition to providing a more 
complete audit, these units work closely with the 
company’s public accountants and are able to effect 
a reduction in outside auditing costs. Companies 
that do not have internal auditing departments re- 
port that they depend upon other internal checks and 
their outside auditors for control. 

New auditing problems have arisen for some com- 
panies as a result of mergers, growth and diversifi- 
cation, and revisions in their auditing programs have 
been planned. In two instances, separate internal 
auditing units are being established for the first time. 
In other cases the size and scope of activity of the 
unit is being increased. 

While only half of those companies that now have 
an internal auditing unit follow a prescribed auditing 
pattern, there is an apparent trend in this direction. 
New techniques of accounting and the introduction 
of electronic accounting machines are expected to 
have a major effect on internal auditing methods. 


THE INTERNAL UNIT 


In slightly more than half of the cooperating com- 
panies which have internal auditing units, the head 
of the unit reports to the company controller. In a 
few companies he is responsible to the assistant con- 
troller rather than to the controller, and there were 
at least two instances in which he held the title of 
assistant controller. In about a fourth of the com- 
panies, the chief internal auditor reports directly to 
the top financial officer, who frequently is the vice- 
president of finance. In one out of twelve companies, 
the internal auditing unit is under the treasurer or his 
assistant; in one instance, the internal auditor reports 
directly to the chairman of the board; and in two 
others to a senior vice-president and a vice-president- 
secretary, respectively. 


Size of Unit 


Of course, the size of the department varies with 
the size of the company and the auditing job to be 


[ listed in AUDITING units have been estab- 


accomplished. One company has found it necessary 
to have one auditor for approximately every 1,000 
employees. Although a twelve-member department 
was the most common, half the companies studied 
had a department of six or fewer members and there 
were several instances of one-man departments. On 
the other hand, there were seven companies that had 
staffs of fifty or more auditors. One chemical com- 
pany maintains a unit of 120 people. 


DEPARTMENT RESPONSIBILITY 


In three out of four companies having auditing 
units, the department is responsible for auditing all 
company installations in this country. No divisional 
or regional auditing units are used by these com- 
panies—the function has been centralized at the 
home office. 

Decentralized companies use traveling auditors 
extensively. In most of the auditing units of such 
companies there are individuals who are traveling 
practically all the time; frequently they account for 
all but a few of the auditing staff. 

For example, an executive of a food products com- 
pany with a large number of sales installations states 
that, in his auditing unit of thirty-five people, thirty 
are traveling auditors working in the field all the 
time. A chemical company executive, referring to 
his traveling auditors, adds that “their itineraries are 
arranged so that no auditor is confined to one sec- 
tion of the country.” 

Companies with overseas operations generally use 
a resident auditor. However, when there are several 
foreign locations, a special foreign auditing depart- 
ment is sometimes set up and it follows the same gen- 
eral procedures as the domestic unit. 

Practices of companies having Canadian subsidi- 
aries are divided, with some of them assigning the 
function to the unit at the home office and others 
establishing a separate unit for the Canadian subsidi- 
ary. A paper company reports that although sepa- 
rate units service its domestic and Canadian oper- 
ations, the same auditing manual is used by the two 
units. He then notes: 

“Our midyear audits are conducted by the internal audit- 
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ing department and the two reports are consolidated for 
management use at the home office.” 


More Than One Unit 


Usually when more than one auditing unit serves 
the company, it is either because the company has a 
decentralized form of organization or because the dis- 
tribution of the audit workload in the field is such 
that it can be handled more efficiently through zonal, 
regional or field auditing units. In virtually all cases, 
however, the auditing unit at headquarters has super- 
vision over other units. 

A manufacturer of instruments and controls whose 
operating units are segregated into four main divi- 
sions reports that each one operates autonomously. 
According to an executive from this company: “Each 
division has a complete organization, including an 
internal audit department which is in the charge of 
an audit manager who reports to the division treas- 
urer. The audit staffs vary in size depending upon 
the size of the division.” 

Similarly, a manufacturer of automotive equip- 
ment writes: 


“The company operates under a decentralized form of 
organization, on a staff and line basis. The general auditor’s 
office is part of the central finance staff that serves the 
entire company. However, certain operating divisions of 
the company also conduct their own auditing activities to 
supplement the work of the general auditor’s office. In 
keeping with the over-all company organization plan, the 
general auditor’s office is responsible for divisional auditing 
activities. In carrying out this responsibility, the general 
auditor’s office assists the divisions in developing auditing 
programs, receives copies of all divisional audit reports, 
appraises the caliber of the divisional auditing, and co- 
ordinates the scope and timing of divisional and central 
staff audits.” 


In several instances the establishment of multiple 
auditing units resulted from a desire to effect econo- 
mies in traveling expenses. Typically, a steel pro- 
ducer writes that his unit is subdivided into regional 
units, each unit being headed by a senior auditor. He 
explains that this type of organization “was made in 
order to reduce travel time required to complete the 
audit cycle.” 

Some companies use both approaches. For example, 
a petroleum producer writes: 


“We do have certain regional and divisional audit units 
located where volume of work warrants. These divisional 
offices are directly supervised by a resident auditor on the 
site, who in turn reports to a senior in the home office. 
Where divisional units are not warranted, the work is per- 
formed by a force of traveling auditors who operate from 
our headquarters office.” 


Dual Units at Headquarters 


There were two instances in which companies had 
set up dual units at headquarters. In each instance 
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the division of work reflected the type of audit made. 
For example, in the case of a producer of miscellane- 
ous nonmetal products, one unit audits the factory, 
and the other unit the merchandising branches. In 
another company, manufacturing electrical machin- 
ery, one group audits the company’s work and main- 
office operations, while the company’s branch oper- 
ations are assigned to another unit. 


Functions Other Than Auditing 


About one in every four auditing units studied has 
responsibilities in addition to auditing. Usually these 
functions have to do with the company’s financial 
and accounting system, although they sometimes ex- 
tend into other areas. A common phrase used to 
describe these extracurricular activities was “special 


' accounting studies and investigations.” Some com- 


panies were more specific. For example, the duties re- 
ported by a paper company were “work methods, 
work simplification and aiding in the design and in- 
stallation of accounting systems and procedures.” 

There were also a number of instances in which 
the department, or someone in it, was charged with 
the reconciliation of bank statements. About 25% 
of the staff of a large auditing department in a 
chemical company is assigned to reconciling banking 
accounts and making pre-audits of disbursements. 

In a few instances the auditing department is re- 
sponsible for the preparation of tax returns, and, 
when there are government contracts, the auditing 
unit will sometimes assist with the accounting work 
entailed. 

A unique set of duties is reported by the treasurer 
of a chemicals company. He writes: 

“When necessary, the internal auditors perform 
other functions, such as taking the place of a division 
accountant who is absent or who has left the com- 
pany and whose replacement has not yet been ap- 
pointed, training a new accountant, and setting up 
the accounting for a new division or department.” 


NO AUDITING UNIT 


When companies have no internal auditing unit 
there is a tendency to rely either solely on the out- 
side auditor or at least in part upon him and in 
part upon the company’s system of internal checks 
and balances. In only one out of three of the com- 
panies having no internal auditing unit is a formal 
audit made by company personnel. 


Too Small for a Unit 


Several companies without departments consider 
themselves too small for one. Thus a manufacturer 
of instruments and controls comments: “We con- 
sider our operations too small, with fewer than 400 
employees located in a single plant, to require an 
internal auditing unit.” 
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A heating and plumbing manufacture also writes: 
“This company does not have an internal auditing 
unit. The principal reason is our size—annual sales 
approximately $15 million. However, the absence of 
an internal auditing unit has caused us to build 
control and alarm systems into our accounting prac- 
tices and procedures which serve approximately the 
same function as ‘live’ auditors. The work is broken 
into relatively small units which fit together in a 
manner and at a desk which automatically audits 
accomplishment.” 


Reliance Upon Other Internal Controls 


Indeed, some manufacturers feel that a thorough 
internal control system serves the same purpose as 
an audit. A mining and quarrying executive de- 
scribes his system as follows: 


“We do not have an internal auditing unit as such. In- 
ternal accounting controls are maintained through approved 
methods and procedure routines which are reviewed peri- 
odically as to their effectiveness. Revision or adoption of 
new procedures is centrally controlled for all offices of the 


company under the supervision of the systems and methods ° 


manager.” 


In some instances there is practically complete reli- 
ance upon the guidance and counsel of the outside 
auditing firm. A textile manufacturer, for example, 
reports having a complete audit twice a year by out- 
side auditors, with a rather comprehensive report at 
the end of the year. And the practice of a food prod- 
ucts producer is to “depend upon spot auditing by an 
outside accounting firm.” 


Function of Another Department 


When there is no auditing unit, and an audit is 
undertaken, it is most frequently done by the account- 
ing department. Some companies, however, have 
audits performed by another department. The pro- 
cedure in force in a chemical company illustrates this 
latter method: 


“We do not have an internal auditing unit as such. All 
payrolls are audited by a person in a department other than 
the payroll department. We have a written payroll audit 
procedure. Perpetual inventory records for finished goods 
are maintained at the home office and all differences be- 
tween physical inventories and perpetual inventory are 
reviewed by an employee. Bank statements are reconciled 
by a person other than those who are handling cash or cash 
records. Cash disbursements are audited by an employee 
independent of the accounts payable section. The review 
covers an audit of the amounts and the proper accounting 
distribution. Periodic trips are made to the branches where 
a limited examination is made of accounts receivable files 
and credit files.” 


Judging by replies from those companies which 
assign the audit function to another department, 


there is a strong likelihood that the function may be 
slighted in favor of the department’s operating job. 
The accounting department of a steel company that 
is charged with internal audit finds it somewhat dif- 
ficult to carry on auditing assignments “at the 
proper time, since the accounting staff is often en- 
gaged in other work at such times.” Similarly, an 
automobile and equipment manufacturer who has 
assigned the internal auditing function to the com- 
pany’s central procedures unit, has never been able 
to staff it to perform the function. And a textile 
executive is frank to admit that his company’s audit- 
ing operations, which are the personal responsibility 
of the controller, are “of a more or less casual nature.” 
However, some companies in this group indicated 
that they expected to remedy the situation by 
establishing a full-fledged unit. 


KEY ITEMS IN AUDIT 


Most companies conducting an internal audit 
regard the following accounts as key items to be ex- 
amined: cash and securities, payrolls, inventory, dis- 
bursements and collections. These items were chosen 
because in the opinion of cooperators they are most 
subject to fraud. In the words of a manufacturer of 
specialized industrial machinery: “These accounts 
are the most attractive and most portable.” 

While there were instances in which companies re- 
stricted their audit to these few accounts, most audits 
also embrace fixed assets, capital appropriations, 
sales, cost of goods sold, and expenses, including pre- 
paid and accrued items. 

In some companies, the items audited nearly em- 
brace the concern’s entire system of accounts. For 
example, a nonferrous metals producer writes: “All 
items set forth in the financial statements are con- 
sidered key items and all are submitted to audit 
examination to such an extent as may be determined 
beyond a considered minimum.” Similarly, with a 
food company: “The audits include a verification of 
all asset and liability accounts and a check of in- 
come and expense accounts.” Most cooperators are 
agreed, however, that neither executive payrolls nor 
tax returns, need be subjected to internal audit. 


Systems and Procedures 


In some companies the audit extends beyond the 
verification of financial accounts and includes an ap- 
praisal of the company’s systems and procedures. 
These companies look upon the audit as a manage- 
ment control and a means of evaluating the effective- 
ness of other company controls. A manufacturer of 
miscellaneous nonmetal products quotes from his 
company’s auditing manual in explaining this con- 
cept of auditing: 

“Internal auditing is the organized activity on the part 
of management to assure itself of proper adherence to com- 
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pany procedures and policies (operating as well as account- 
ing), and to secure the benefits of a systematic and objective 
verification and the constructive analysis and appraisal of 
the accounting, financial, and other aspects of the com- 
pany’s operation.” 


The following excerpts from the letters of cooperat- 
ing companies illustrate the scope of audit activities: 


“The audit coverage provided by the general auditor’s 
office cannot be described in terms of key items. Rather, 
we are concerned with an independent review of all financial 
and accounting activities at the various locations of the 
company. We also review activities of an operating nature, 
particularly those having financial implications, such as 
production control, industrial relations and plant security. 
About the only important financial activity not covered by 
the general auditor’s office is the executive payroll, which 
is audited by the company’s outside public accounts.” 
(Automobile and equipment) 
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“The selection of items for audit is dictated chiefly by 
cost-control considerations. The primary object of our 
audits is the review of procedures for compliance, the 
criticism of procedures as to deficiencies, the preparation 
of statistics to indicate the trend of expense, the suggestion 
of means of reducing expenses by policy changes, better 
control, etc. Reviews of this type are directed chiefly 
toward items included in the profit-and-loss statements. 
Balance-sheet items for the most part are covered only to 
the extent that they bear a relation to the expense items.” 
(Electrical appliances and supplies) 
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“The scope of our examinations is very broad, including 
cash, receivables, payables, inventory, expenses, payrolls, 
sales and cost of sales. In the course of examination, the 
internal auditors review internal control procedures toward 
the end that improvements may be made and indicated 
weaknesses strengthened.” (Instruments and controls) 
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“The items which are subject to audit coverage are many, 
but may be summarized as follows: Appraisal and evalu- 
ation of internal control systems, cash disbursements, cash 
receipts and banking, purchasing, oil inventory investment, 
warehoused materials and supplies investment. No attempt 
is made to audit federal, state, and county tax returns, 
these being prepared by a specialized unit and subject to 
audit by the taxing agency. (Petroleum) 


Ba Oar 


“Our audit includes recording and reporting procedures, 
particularly those related to managerial control and finan- 
cial and accounting personnel. Procedures, followed by 
‘operating’ departments (such as selling, manufacturing, 
purchasing, advertising, research) are audited only 
infrequently.” (Chemicals) 


The Complete Audit 


Areas and organizational units under review some- 
times cut across a company’s entire operation, as 
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with a manufacturer of specialized industrial machin- 
ery who describes the scope of his company’s audit 
as follows: “Every procedure and practice which is 
now in effect, or which hereafter may be authorized, 
is subject to the scrutiny of the auditor. It is his 
duty to see that the company’s assets are properly 
safeguarded, that it receives all it is entitled to, and 
that it pays out no more than it has agreed to pay.” 
However, a more complete audit than is made by this 
manufacturer is difficult to conceive. After reciting 
a long list of areas audited he concludes: 


“Our internal auditing department must continually re- 
examine and reappraise its own auditing activity and its 
relation to the company’s needs and policies.” 


AUDITING ROUTINE 


In about half the companies which conduct an 
audit the routine is prescribed, whereas in the other 
companies the nature of the audit usually rests with 
the auditor or his superior. Customarily, the pre- 
scribed audit routine is reduced to writing. It may 
take the form of a manual, check list, or question- 
naire. 

The reason for a written guide, in the words of 
one executive is: “To insure the uniformity and 
standardization of the auditing procedure, which is 
a necessary basis for the reliability to be placed on 
the audit reports.” The manual or other guide cus- 
tomarily prescribes routines for all items to be audited 
and discusses such questions as the purpose of the 
audit, its nature, techniques to be used, and scope 
and detail of the audit. The frequency of the audit 
is usually indicated. 

Since, as a producer of petroleum products points 
out, “audit routines vary widely as activities vary,” 
it is not uncommon for companies with diverse types 
of activities to have more than one manual. For ex- 
ample, a chemical company has an auditing manual 
for its branches and another one for its plant offices, 
while a miscellaneous metals producer has one manual 
for its warehouses and another one for its manufac- 
turing plants. 


Manual Not Restrictive 


Companies with manuals emphasize strongly that 
the manual in no way restricts the audit. In com- 
menting upon this point cooperators made remarks in 
this vein: “the manual merely prescribes a minimum 
audit routine,” “the auditor is expected to use his own 
judgment and initiative,” and “the manual is by no 
means to be thought of as restrictive.” The auditor is 
usually admonished to use his imagination. This atti- 
tude is best summed up in the opening paragraph of 
a manual used by a nonferrous metals producer. It 
reads: 


“Tt is not intended to represent the limitation of an 
audit review, the scope of which must be broadened or 
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shortened to meet the situation as revealed in the process 
of each individual examination. Nor is it intended to re- 
lieve the examiner, in the conduct of audit or survey, from 
the process of analytical thought that should be given to 
all matters of accounting procedures whether or not reflec- 
tion thereof in money valuation is recorded in specific 
accounts on the books.” 


It is for the reason that they believe their auditors 
“will become a slave to the manual” that many com- 
panies prefer not to put their auditing procedures in 
writing. However, a few companies indicated that 
it was difficult, if not impractical, to follow a pre- 
scribed audit routine, “because of the multifarious 
types of jobs which our audit group performs.” 


FREQUENCY OF AUDITS 


The work of most audit departments is continuous, 
with the majority of companies performing (or at- 
tempting) an audit of their key items and major in- 
stallations once a year. A few instances were reported 
in which the audit cycle averaged six and nine months, 
with certain key items subject to audit “on a daily, 
weekly and monthly basis.” Often companies with 
multiple installations are not able to complete the 
cycle on an annual basis and some of their units are 
audited only every eighteen months or three years. 


Setting the Schedule 


When it is not possible to audit all installations 
on an annual basis, companies usually set up an audit 
schedule. Usually the larger, or what is regarded as 
the more important, installation is audited annually. 
For example, a steel producer writes that, “while 
there is no set time governing the frequency of our 
internal audits, we generally try to cover each large 
location at least once a year and our smaller locations 
at least once every two years. The timing of our in- 
ternal audits is, of course, on an irregular basis.” A 
miscellaneous nonmetals producer feels the nature of 
the function, rather than the size, is the determining 
factor. An executive writes that “factory audits are 
made once each year, while merchandising branches 
are audited about three times each year.” And a 
chemical producer, working in conjunction with the 
government, writes: “All commercial plants and 
branches are audited annually. The government in- 
stallations are audited biannually.” 

An unsatisfactory audit at an installation or depart- 
ment will ordinarily influence the audit schedule. 
“Audits are made usually on an annual basis in the 
various areas and offices,” writes a petroleum pro- 
ducer, “but if the result of an audit is considered to be 
unsatisfactory the auditors usually return within a 
period not to exceed six months for another review.” 


RELATIONS WITH OUTSIDE AUDITOR 


The work of the outside auditor is substantially in- 
fluenced by the scope of the internal audit in most 


companies having internal auditing units. According 
to cooperators, the public accountants have sufficient 
confidence in the work of internal audit units to re- 
duce both the coverage and detail of their audit. 

In several instances, however, executives cautioned 
that “the internal audit is not a substitute for the 
outside audit” and “that cooperation with outside 
auditors does not relieve either group of any respon- 
sibility.” And the chief financial executive of one 
company, speaking on behalf of the outside auditor, 
emphasized that cooperation between the two audit- 
ing groups could be had without in any way hinder- 
ing the outside auditors from meeting the standards 
required by their profession. 


Duplication Avoided 


The areas in which-the public accountant is able 
to reduce the scope of his audit vary, depending upon 
the nature of the company’s operations and the scope 
of the internal audit. However, every effort is made to 
avoid duplication of work, thereby speeding the time 
of the audit and reducing its cost to the company. 
The varied working arrangements between the two 
auditing groups can be seen in the following examples: 


“Our outside auditors rely on our continuing -audit of 
accounts receivable. They also use our working papers on 
fixed assets and inventory, doing just enough spot checking 
to satisfy themselves at the time of the annual audit.” 
(Chemicals) 

* * * 

“Our outside auditors have reviewed the program which 
we are following and have been able to make some reduction 
in the scope of their examination, particularly with respect 
to inventories and payrolls.” (Chemicals) 
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“With respect to accounts receivable and payrolls, our 
outside auditors rely almost entirely on the work of our 
internal auditors.” (Petroleum products) 


Bale Me 


“Generally speaking, the internal auditing department 
covers those subjects which the public accountant does not 
investigate in the detail we prefer to have them examined. 
The internal auditor does not concern himself with balance- 
sheet items, but does aid the public accountant in observ- 
ing physical inventory in order to give greater coverage.” 
(Electrical machinery) 

* * * 

“‘Several schedules required by our external auditors are: 
part of the regular monthly workload of our staff. They 
are turned over to the external auditor with all the detailed 
records to support them. This reduces the time spent by 
our external auditors and consequently reduces their fee.” 
(Electrical machinery) 


Rotating Audits 


Because it is physically impossible for the outside 
auditors to verify all transactions in companies with 
multiple installations, it is common practice for the 
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public accountant to make audits of selected instal- 
lations and depend upon the work of the internal 
department for the auditing of others. For example, 
a manufacturer of automobiles and equipment which 
has a large number of individual accounting entities 
in its organization writes: “The outside auditors fol- 
low a plan of rotation and selective audit at our loca- 
tions. This plan is based, to a large degree, upon the 
understanding that the general auditor’s office will 
periodically audit all company locations.” 


Joint Audits 


Work of the outside auditor is further expedited 
through joint audits in which the members of the 
internal auditing team participate. Joint audits 
were mentioned most frequently in connection with 
physical inventory observation, accounts receivable 
verifications, and company payrolls. According to a 
food producer whose auditors make joint audits with 
the outside accountants of some of their branches: 
“The work done in relation to cash receivables, in- 
ventory, sales income and selling expenses is actually 
worked on a joint basis, but our internal auditors 
cover many more phases of operations.” 

There were a few instances in which companies 
placed their internal auditing personnel at the dis- 
posal of the outside auditors. This is the practice 
of a paper company: 


CONSUMER PRICES UP 


February and March, 1955, is reported by 

Tue ConFERENCE Boarp’s ten-city consumer 
price index. The 0.2% increase advanced the all-items 
index to 100.4 (1953100), the highest it has been 
in the past seven months and just exceeding the 
March, 1954, level by 0.1%. Small increases occurred 
in every component except sundries, which remained 
unchanged from last month. 

Six of the ten cities surveyed showed gains since 
February, 1955, New York leading the way with a 
rise of 0.3%. Chicago, Houston and Philadelphia held 
steady, while Boston, with a dip of 0.1%, was the 
only city which had a decrease over the month. 

Six of the ten cities surveyed were above their 
March, 1954, levels. Chicago had the largest increase, 
one of 0.8%, and Birmingham the largest decrease, 
one of 14%. The purchasing value of the dollar in 
March, 1955, was 99.6 cents (1953 dollar=100 cents), 
0.2% lower than in February, 1955, and 0.1% smaller 
than in March, 1954. 


AA tenes RISE in consumer prices between 
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“Outside auditors accept our verification reports of 
accounts receivable and any other such audits, and 
the internal auditors work with and substitute for 
outside auditors in regards to inventory taking. The 
internal audit staff is made available to, and is used 
by the outside auditors for any work required, thus 
supplementing their staff. The working relationship 
between the outside auditors has developed over a 
period of years as a harmonious working arrange- 
ment.” 


Exchange of Reports and Working Papers 


It is no mere happenstance that most public ac- 
countants have a high degree of confidence in the 
work of internal auditing groups. This is because of 
a year-round relationship between the two auditing 
groups which enables the public accountant to keep 
posted on all developments with which he should 
be familiar. There is a widespread practice of ex- 
changing reports and working papers and consult- 
ing with one another upon proposed changes in audit- 
ing procedures. 

Any changes in auditing procedures are custom- 
arily not made until reviewed and approved by both 
parties. 


G. CuarkK THOMPSON 
Joun H. Watson, III 


Division of Business Practices 


SLIGHTLY IN MARCH 


Food prices gained for the third consecutive month, 
rising 0.2%. The food index, at 98.5, was the highest 
since September, 1954. However, it was still 2.0% 
lower than in May, 1954, when food prices were at 
their highest for the twelve-month period. 

Small increases in several categories of the housing 
index resulted in a monthly advance of 0.1%. The 
rent index, inching its way upward (0.1% over the 
past month), reached 107.1, which was 2.5% above 
March, 1954; and there was a gain of 0.2% in the 
fuel, power and water index. The housefurnishings 
and equipment index rose slightly, while the “other 
household operations” index, influenced by increments 
in the prices of detergents and soap flakes, advanced 
0.3%. Apparel prices showed their first upward trend, 
since July, 1954, with both New York and Detroit 
reporting monthly increases of 0.5%. However, at 
98.6, the index was still 1.1% below the previous 
year’s figure. 

Reaching a quarterly high of 101.8, the transporta- 
tion index was 0.38% above February and 0.4% over 


196 


Price Movements in Meat, Fish and Poultry 
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In addition to beef, pork and poultry, “meat, fish and poultry” includes fish and sea food, lamb, veal and manufactured meat products. 


The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 
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March, 1954. Birmingham and New York evidenced 
the largest increases, reflecting higher gasoline prices. 
Sundries evidenced steadiness for the fourth consecu- 
tive month, with the index remaining at 101.4. There 
were scant changes in medical fees, drugs and movie 
admissions, but no apparent trend in either direction 
was noted. 

The accompanying illustration charts the price 
movements in the meat, fish and poultry component 


of the food index. Beef prices were the most stable 
item in the group, ranging from a low of 98.9 in 
March, 1954, to a high point of 103.5 in January, 1955. 
From a. peak in May, 1954, pork prices dropped 
practically consecutively from 108.7 to a low of 88.4 
in March, 1955. At 98.7, the poultry index was 6% 
higher than it was a year earlier. 
Hersert WEINBERGER 
Statistical Division 
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In the April Management Record 


Company Presidents View Executive Selection—The quality of its top per- 
sonnel is crucial to the success of any company. But while development and 
training have been written about extensively, little has been said about 
executive selection. In this article, sixty-two company presidents discuss 
this latter problem. 


Craft vs. Industrial Unionism—On first glance it would appear that craft union- 
ism will be the predominant form of organization in the new labor federa- 
tion—since the AFL has about twice as many members as the CIO. However, 
67% of the potential members of the new federation wiil belong to strictly 
industrial unions or to unions that combine craft and industrial unionism. 


Elimination of Time Clocks—AIi companies must keep an accurate account 
of their employees’ work time. And the great majority of industrial cor- 
porations use time clocks to do this. But this article discusses two companies 
that have tried an ‘honor system,’’ in which the employees keep track of 
their own time. 


Trailer Clinic Supplements Medical Program—Champion Paper and Fibre 
Company uses an outside mobile trailer unit to provide comprehensive medical 
examinations for all its employees. Champion found that its own medical 
department, while adequate for other phases of a preventive health program, 
could not cope with periodic medical checkups. 
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SOME STATES 
ARE GROWING FASTER 
THAN OTHERS... 


8 states — Maryland in the East, Florida in the 
South, and Utah, Washington, Oregon, Arizona, 
Nevada and California in the West — made 
much greater population strides in the decade 
of the Forties than they did in the Thirties. 


3 states — Arkansas, Mississippi, and Idaho 


— had the reverse experience, with much greater 


residential growth in the Thirties than in the 


Forties. 


@ What is happening to these—and other 


states —in the Fifties? A study of the trend 
tate of growth of each of the forty-eight states 
and of the United States as a whole has just 
been made by The Conference Board. Com- 
plete with tables, scatter charts, group charts 
of states with similar growth histories, and a 
separate trend chart for each state, this newest 
Studies in Business Economics is a companion 
piece to two others in the series: ‘“‘Growth 
Patterns of Industries,’’ and *‘Growth Patterns 
of Cities.”* 


This report is now being mailed to Associates. 
Make sure you see it. Special prices for copies 
in quantity. 


GROWTH PATTERNS OF STATES 
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